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A Note on Piracy

This series took years of work to make possible, and it is sold to fund the work that comes next.
Please do not photocopy, scan, upload, forward, or resell this book or its file.

If this copy reached you through an unofficial channel, please consider buying an original. It costs
little, and it directly sustains independent work like this, so that the next book can be written.

To report piracy, or to arrange bulk and institutional copies, write to surajkumarlohani@gmail.com.

Thank you for respecting the work. Your integrity is what keeps this series alive.

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com



Dedicated To

Maa Ambe
Whose grace is the source of everything in these pages. Every insight, every framework, every

word is Yours. | am only the instrument.

Shikha
My life partner. My constant. The foundation on which everything else stands. You have seen

every version of this work, every late night, every moment of self-doubt, and never once suggested
stopping. Your steadiness is the reason this series exists.

Eshansh
My son. May you always know: every page of this was written for your future, so that one day,

when you sit across a financial statement, you will understand it completely.

And to every founder and finance professional who has ever sat with a number they did not
understand, and chose to understand it anyway. This series is for you.

— Suraj Kumar Lohani

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com



About This Book

What This Book Is
Finance for Business Owners builds financial literacy from zero: how to read the three financial

statements, manage working capital, and understand cost, cash, margin, and pricing with
confidence.

Who It Is For
Founders and business owners who run a real business but were never formally taught to read its

numbers, and want to stop depending on others to understand their own finances.

How It Is Built
Every concept is taught through a single fictional company, followed across the book, with worked

examples, visuals, and a clear action checklist in each chapter. All names and figures are
illustrative.

How to Use It
Read it in order, since each chapter builds on the last, and keep your own numbers beside you so

you can apply each idea to your business as you go.
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About the Series

Finance from Zero to CFO is a four-book journey, designed to carry a reader from not being able to
read a balance sheet to leading an entire finance function with confidence.

Book 1, Finance for Business Owners, builds the foundation: reading the three statements, working
capital, and cost, cash, and margin. Book 2, Finance for Finance Professionals, builds the
analytical craft: modelling, valuation, KPIs, budgeting, and treasury. Book 3, The CFO Playbook,
builds strategic leadership: risk, governance, capital structure, M&A, IPO, and the complete
Finance Operating System. Book 4, India Compliance for Founders, builds compliance literacy:
GST, TDS, income tax, payroll, registrations, and the master calendar.

Each book is complete on its own. Read together, they form a single progression, from financial
literacy to financial leadership.

The series rests on one belief: that anyone willing to understand their own numbers can, with the
right framework, go from zero to CFO.
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Preface

This series began not as a publishing project, but as a diagnosis. Over 22 years of operational
finance work, | kept encountering the same pattern: businesses with genuine revenue, genuine
ambition, and genuine founders, struggling not because they lacked capability, but because they
lacked a financial framework. They could not read their own P&L with confidence. They did not
know their working-capital cycle. They had never built a financial model.

The Design of This Series
Finance from Zero to CFO is built as a complete progression, not a collection of independent

topics.

Book 1 — Finance for Business Owners: builds financial literacy from zero — the three statements,
working capital, and cost, cash, and margin.

Book 2 — Finance for Finance Professionals: builds analytical capability — financial modelling, KPI
architecture, capital budgeting, valuation, and treasury.

Book 3 — The CFO Playbook: builds strategic leadership — enterprise risk, governance, capital
structure, M&A, IPO readiness, and the complete Finance OS.

Book 4 — India Compliance for Founders: builds compliance literacy — GST, TDS, income tax,
payroll, ROC, MSME, notices, and the master compliance calendar.
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The Three Reports Every Business
Produces

And Why Each One Matters

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Three documents, forty pages, and Daniel had no idea which number actually mattered. His
accountant talked for twenty minutes. Daniel nodded in all the right places, took the folder home,
and never opened it. Nine years of running a business, and he still could not read his own
scoreboard.

Sarah Park had put the three documents on Daniel Webb's desk at 9:15 on a Tuesday
morning.

By 11:30, they were exactly where she had left them.

Daniel was three calls deep into a pricing dispute with RetailMax, their biggest customer. Marcus
had forwarded a chain of emails about a new product Brightline needed to quote by Thursday. Tom
had texted twice about something in the warehouse. And somewhere between all of it, the financial
reports that Sarah produced every month had sat untouched -- the way they sat untouched almost
every month.

This was not because Daniel Webb was careless. He had built Brightline Products from a
$1,012,500 turnover operation eight years ago to a $18 million business with 34 employees, a
factory, a warehouse, and customers across four states. He was not careless about anything.

He simply did not know what the reports were saying.
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That afternoon, Suraj Kumar Lohani walked into Brightline's boardroom carrying nothing but a
notepad and a pen. Daniel had called him three days earlier.

We had our best sales month ever in September. Revenue was up $1,575,000 from August.
And my bank account is actually lower than it was in August. How is that possible?

Suraj had heard this question -- in different forms, from different founders -- more times than he
could count.

Show me your three reports when | arrive. All of them.

WHAT THIS CHAPTER COVERS

-> What the three financial reports are and what each one is called

-> The single question each report is designed to answer

-> Why a business needs all three -- not just one or two

-> How the three reports connect to each other through one transaction

-> Which report to reach for first depending on the question you are asking

-> Note: This chapter maps the territory. Chapters 2 through 5 cover each report in full.

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* Name all three financial reports and explain what each one shows

* State the one question each report answers -- in plain language

* Understand why a business needs all three and what you miss with just one

* Know which report to reach for first for different business questions

* See how the three reports connect as a single integrated system

THE ONE QUESTION

What are the three financial reports every business produces -- and
what does each one actually tell you?

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com
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THE SIMPLE TRUTH

Every business -- no matter its size, country, or industry -- produces exactly three financial reports.
These three reports together tell the complete financial story of a business. Separately, each
answers a different question.

The first report is the Profit Report. It covers a period of time -- a month, a quarter, a year -- and
answers: did the business make money, and how much? It shows everything earned, everything
spent, and what was left. Accountants call it the Income Statement. You will call it the Profit Report.

The second report is the Balance Sheet. It covers a single moment -- one specific date. Think of it
as a photograph taken on one day. It answers: what does the business own, and what does it owe,
right now? It shows assets (everything owned), liabilities (everything owed to others), and equity
(what remains for the owner).

The third report is the Cash Flow Statement. It covers a period -- like the Profit Report -- but
measures something completely different. It answers: where did the actual cash go? Not profit.
Cash. The real money that moved through the bank account.

KEY INSIGHT

Profit and cash are not the same thing.

A business can be highly profitable and simultaneously running out of money.

The three reports together explain exactly why -- and where the money went.

You need all three reports. Together, they show the complete picture. Alone, each gives you
one-third of the story -- and the wrong third at the wrong moment leads to wrong decisions.

SURAJ AT BRIGHTLINE

Suraj spread the three reports on the conference table and picked up the first one.

Let us start here. This is Brightline's Profit Report. Twelve months: January through December.
One question: did Brightline make money, and how much? Top line: $18 million in sales.
Subtract what it cost to buy and make everything sold -- $11 million. What is left is called gross
profit: $7 million. Then salaries, rent, marketing, admin, depreciation. Then interest. Then tax.
What survives all of that: $815,062. Four-and-a-half cents on every dollar sold. That is the
Profit Report's complete story.

Suraj set the Profit Report aside.
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Second report. The Balance Sheet. Different in every way. It does not cover a period -- it
covers one moment: December 31st, midnight. A photograph. Left side: everything Brightline
owns. Factory equipment. Vehicles. Warehouse inventory. The $1,912,500 customers owe
you. $697,500 cash in the bank. Everything owned: $8,296,875. Right side: everything
Brightline owes -- to banks, to suppliers, to the government -- plus what is left for you as the
owner. That right side also totals $8,296,875.

Daniel raised an eyebrow.

They are always the same number. Always. Every cent the business owns was funded either
by borrowing it -- a liability -- or by the owner putting money in and leaving profits in -- equity.
Assets always equal liabilities plus equity. That equation never breaks.

Last one. The Cash Flow Statement. Most founders never read this one. And yet it would have
answered your question from three days ago. September. Best sales month. Revenue up
$1,575,000 from August. Bank balance went down. Why? Because the Profit Report records
sales when made -- not when collected. RetailMax is on 60-day terms. August's sales collected
in September. September's sales collected in November. At the same time, Brightline built
inventory for the peak season and made a loan repayment. Cash out exceeded cash in. The
Profit Report said excellent. The Cash Flow Statement said careful. Both were right.

He looked at Daniel.

The Profit Report tells you what you earned. The Cash Flow Statement tells you what you
actually had. Different instruments. Different measurements. Once you understand why they
differ -- which you will by Chapter 5 -- you will never be surprised by your bank account again.

THE VISUAL -- THE THREE REPORTS AT A GLANCE

Here is the complete map for this chapter. Three reports, three questions, Brightline's key number
from each, and how one single sale appears differently in all three.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A YOU CANNOT FIX WHAT YOU CANNOT READ.

Owners who can't read their three reports make decisions blind -- and find out too late.
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If you only watch the bank balance, you are flying the plane with one broken instrument and a blindfold on
the rest.

4 OWNER DECISION

Commit to reading all three reports every month -- profit, position, and cash -- not just whichever one your
accountant happens to email.

This week: ask your accountant for the P&L;, balance sheet, and cash flow on a single page, every month,
no exceptions.

REPORT THE ONE QUESTION IT TIME FRAME KEY NUMBER -
ANSWERS BRIGHTLINE

Profit Report Did we make money -- and how A period Net Profit: $815,062 --

(Income much? (month / year) 4.5% margin

Statement)

Balance Sheet What does the business own and = One specific Total Assets: $8,296,875

(Snapshot Report)  owe right now? date Equity: $2,964,375

Cash Flow Where did the real money go? A period Net Cash Change:

Statement (Cash (month / year) -$489,938 (despite

Report) $815,062 profit)

HOW THE THREE REPORTS CONNECT -- ONE SALE, THREE PLACES

A single $1,012,500 Brightline sale appears in all three reports -- but differently:

Profit Report: $1,012,500 appears as Revenue the moment the sale is made -- whether the
customer has paid or not.

Balance Sheet: $1,012,500 appears as a Receivable -- money the customer owes -- until
payment arrives.

Cash Flow Statement: $1,012,500 appears as a Collection -- but only when the customer
actually pays.

This is why the three reports tell different stories -- and why you need all three.

DASHBOARD & DECISION VIEW
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REVENUE

$18M

NET PROFIT

$816K

Profit & Loss Balance Sheet

did we make money? what do we own/owe?

Profit & Loss

« Covers a period * A single moment

» Shows profit » Owns vs owes

» Performance « Position

HOW THE THREE REPORTS CYCLE

Ch 1 | The Three Reports Every Business Produ

NET CASH

$698K

EQUITY

$2,964K

Cash Flow Decisions

where did cash go? what next?

Cash Flow

 Covers a period
* Actual money

« Survival

Trade happens

A e .48 o

Cash Flow |
reconciles

| 1 N W™
P&L records

profit

Balance Sheet
updates

Start with the P&L

are we profitable?

Then the Balance Sheet

are we solid?

Then the Cash Flow

will we survive?

J

THE THREE REPORTS AT A GLANCE
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Did we make money over the period?
What do we own and owe right now?

Where did the actual cash go?

READING YOUR NUMBERS -- MONTHLY BASICS

Ve Look at profit (P&L;)
v Check what you own vs owe (BS)
Confirm cash actually moved (CF)

Compare to last month

THE SHIFT -- WHAT DAN

Before this chapter, Daniel received three financial reports every month and opened none of them.
He was running a $18 million business without reading its financial language.

After this chapter, Daniel makes three specific changes:

1€ periorme
he reaches for the Profit Report. Revenue, gross profit, net profit -- the story of what was
earned and what was spent. He reads it top to bottom. He no longer skips to the bottom line.

wvid Qi ¢ 4 MU

he reaches for the Balance Sheet. What does Brightline own? What does it owe? Is equity
growing or shrinking compared to last year? He looks at both sides.

he reaches for the Cash Flow Statement before calling Sarah. Nine times out of ten, the
answer is there: collections timing, inventory build, or a scheduled repayment. He now asks
specific questions instead of general ones.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Do you currently receive all three financial reports -- the Profit Report, the Balance Sheet,
and the Cash Flow Statement -- every month? If not, which one is missing and why?
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2. Think of the last time your bank account surprised you. Which of the three reports would
have predicted that surprise, had you read it before the surprise arrived?

3. If someone asked you right now -- how is your business doing financially -- which report

would you instinctively reach for first? What does your instinct tell you about which part of
your finances you currently understand best?

SURAJ SAYS

SURAJ SAYS

Daniel, most business owners | work with are not bad at finance. They are bad at finance
because nobody ever explained what the reports are actually for. You have been receiving
three different answers to three different questions every month -- and treating them as one
confusing document you would rather not open. The Profit Report, the Balance Sheet, and the
Cash Flow Statement are not three versions of the same information. They are three

completely different instruments measuring three completely different aspects of your

business. Trying to understand your business from one report alone is like trying to navigate

with only a speedometer. You know how fast you are going. You do not know where you are,

how much fuel you have, or whether there is a cliff ahead.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Every business tells its financial story through three reports. The Profit Report covers a period and
measures performance. The Balance Sheet covers a moment and measures position. The Cash
Flow Statement covers a period and measures movement.

These three reports are not redundant. They answer three fundamentally different questions -- and
a business owner who reads all three has a level of financial command that most founders never
develop.

Daniel Webb had been running a $18 million business for eight years without opening his financial
reports. Now he knows what each one is for. Now so do you.

CHAPTER RECAP -- 10 THINGS TO REMEMBER
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Every business produces exactly three financial reports: the Profit Report, the Balance
Sheet, and the Cash Flow Statement.

The Profit Report covers a period and answers: did the business make money -- and
how much?

The Balance Sheet covers a single moment and answers: what does the business own
and owe right now?

The Cash Flow Statement covers a period and answers: where did the actual cash go?

Profit and cash are not the same thing. A business can show strong profit and
simultaneously run out of cash.

The Balance Sheet always balances: Assets = Liabilities + Owner's Equity. Always.
Without exception.

A single sale appears in all three reports: as Revenue when made, as a Receivable until
paid, and as a Collection when cash arrives.

Reading only one report gives you one-third of the financial picture. Important decisions
require all three.

When the bank account surprises you: reach for the Cash Flow Statement. It shows
where the real money went.

When someone asks how the business is performing: reach for the Profit Report. It
shows what was earned, what was spent, and what remained.

NOW YOUR TURN -- TEST YOURSELF

Q1. Which report shows profit earned over a period?
Q2. Which report shows what you own and owe at one moment?

Q3. Which report tracks the actual movement of cash?

Check yourself: 1. Profit & Loss 2. Balance Sheet 3. Cash Flow Statement

The Profit Report -- Every Line from First Sale to Net Profit
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Understanding the Language of Business Performance
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The Profit Report -- Every Line from First
Sale to Net Profit

Understanding the Language of Business Performance

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

The profit-and-loss said Brightline had made money. The supplier payment that bounced that same
morning said something else. Both were sitting on Daniel's desk, and he genuinely could not tell
which one to believe.

Sarah slid a single sheet of paper across the conference table.

This is Brightline's Profit Report for the year. Twelve months. All on one page.

Daniel stared at it. He recognized the revenue number at the top. And the net profit at the bottom.
Everything in between was a blur of lines he had never examined carefully. COGS. Gross Profit.
EBITDA. OpEx. EBIT. Interest. PBT. PAT.

That blur, Suraj said when he arrived, is where all the decisions live. Every line between revenue
and net profit is a lever the owner can pull. But only if you understand what each line means.

Suraj pulled the Profit Report toward him and picked up his pen.

We are going to go through this line by line. By the time we finish, you will be able to read this
in five minutes and tell me exactly where Brightline makes money, where it loses it, and which
line you would change first if | gave you one decision.

It took forty minutes. Daniel did not check his phone once.
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WHAT THIS CHAPTER COVERS

-> Gross Sales, Returns and Discounts, and Net Sales -- the real top line
-> Opening Stock, Purchases, Closing Stock, and how COGS is calculated
-> Gross Profit and Gross Margin -- the first critical number

-> Every category of Operating Expense and what it tells you

-> EBITDA, Depreciation, EBIT, Interest, Tax, and Net Profit -- the full chain

-> How to read any Profit Report in under five minutes

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Calculate and explain every line from gross sales to net profit

* Understand the difference between Gross Profit, EBITDA, and Net Profit -- and when to use
each

* Explain how Opening Stock, Purchases, and Closing Stock combine to give Cost of Goods
Sold

* ldentify which cost lines are controllable and which are structural

* Read Brightline's Profit Report and extract five key insights in five minutes

THE ONE QUESTION

What does every single line on the Profit Report mean -- and which
lines can you actually control?

THE SIMPLE TRUTH

The Profit Report tells the story of how much money a business made during a period. It starts with
revenue -- all the money customers agreed to pay -- and subtracts costs one category at a time
until it arrives at what the owner actually keeps.
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The first subtraction is the cost of making and delivering the product. This section starts with
Opening Stock -- inventory at the beginning of the period. Add Purchases -- everything bought to
make or sell. Subtract Closing Stock -- inventory left at the end. The result is Cost of Goods Sold
(COGS): the true cost of the goods that were actually sold. Revenue minus COGS gives Gross
Profit.

Gross Profit is the most important line on the Profit Report. It represents what the business earns
before paying for anything else. Gross Margin percentage -- Gross Profit divided by Net Sales --
tells you how many cents of every dollar sold the business keeps before running costs. A
manufacturing business at 37% gross margin keeps 37 cents of every dollar. That 37 cents must
cover salaries, rent, marketing, interest, and taxes -- and still leave something for the owner.

From Gross Profit, the report subtracts Operating Expenses -- the costs of running the business
regardless of sales volume. Salaries, rent, utilities, marketing, admin. What remains is EBITDA:
Earnings Before Interest, Tax, Depreciation and Amortisation. It is the best measure of the
business's operating engine.

Then Depreciation -- the annual charge for wear and use of equipment. Non-cash: it reduces profit
but never touches the bank account. Subtract depreciation and you get EBIT (Operating Profit).
Subtract interest on loans and you get Profit Before Tax. Subtract the tax charge and you have
Net Profit -- what the owner keeps.

SURAJ AT BRIGHTLINE

Line one: Gross Sales, $19,237,500. That is every invoice Brightline raised this year at list
price.

Line two: Returns and Discounts, -$1,237,500. Goods returned by customers, plus price
adjustments and trade discounts given. Subtract this and you get Net Sales: $18,000,000. This
is the real top line. Every margin calculation uses net sales, not gross sales.

Now COGS. Opening Stock: $2,137,500. That was the inventory Brightline started the year
with. Purchases: $11,013,750 -- everything bought to make and sell products this year. Total
available: $13,151,250. Closing Stock: $1,811,250 -- inventory still sitting at year end. Subtract
that and COGS is $11,340,000. Those are the goods that were actually sold.

Gross Profit: $6,660,000. Gross Margin: 37%. That means 37 cents of every net dollar sold

survives to cover everything else.

Now Operating Expenses. Salaries and wages: $2,947,500 -- 16% of revenue. Rent and
utilities: $832,500. Marketing: $540,000. Admin and general: $360,000. Depreciation: $270,000
-- non-cash, reduces profit but not cash. Total OpEx: $4,950,000. Subtract from Gross Profit
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and you get EBIT: $1,710,000. Operating Margin: 9.5%.

Interest on loans: $528,750. Profit Before Tax: $1,181,250. Tax at 31%: $366,188. Net Profit:
$815,062. Net Margin: 4.5%.

Suraj put down his pen.

So what does this tell you? Brightline keeps 37 cents of every dollar after making the product --
that is the gross profit. Then 16 cents goes to people. Another 10 cents to facilities, marketing,
and admin. Non-cash charges and interest take another 4 cents. Tax takes 2 cents. The owner
gets 4.5 cents. Now you can see exactly where your money goes -- and which line is the
biggest lever to improve.

THE VISUAL -- BRIGHTLINE PROFIT REPORT -- LINE BY LINE

Every line of Brightline's Profit Report, defined, with the dollar amount and its percentage of Net
Sales. This is the format you will use to read your own Profit Report.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A A 'PROFIT' YOU CANNOT EXPLAIN IS A PROFIT YOU CANNOT TRUST.

If you don't know your gross margin, you don't know whether your next sale makes money or quietly loses
it.

A single point of margin lost on $18M revenue costs $180,000 a year -- gone before you ever feel it.

Track gross margin and net margin every month. They, not revenue, decide whether the business
survives.

This month: calculate your gross margin. If you can't do it quickly, that is the first thing to fix.
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LINE ITEM

Gross Sales

Less: Returns and

Discounts

Net Sales

Opening Stock

Add: Purchases

Less: Closing Stock

Cost of Goods Sold
(COGS)

GROSS PROFIT

Salaries and Wages

Rent and Utilities

Marketing and Sales

Admin and General

EBITDA (before
depreciation)

EBIT / Operating Profit

Interest / Finance Cost

Profit Before Tax

Tax (31%)

AMOUNT

(USD)

$19,237,50
0

-$1,237,500

$18,000,00

0

$2,137,500

$11,013,75
0

-$1,811,250

$11,340,00
0

$6,660,000

$2,947,500

$832,500

$540,000

$360,000

$270,000

$1,980,000

$1,710,000

$528,750

$1,181,250

$366,188

% OF NET
SALES

107%

7%

100%

12%

61%

-10%

63%

37%

16%

5%

3%

2%

2%

11%

9.5%

3%

6.5%

2%
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WHAT IT MEANS

Every invoice raised at list price

Returns + trade discounts given

The real revenue -- use this for all %

Inventory at start of year

Everything bought to make/sell

Inventory remaining at year end

True cost of goods actually sold

What survives after making the product
People cost -- largest OpEx line

Fixed occupancy costs

Variable with revenue growth
Back-office running costs

Non-cash -- reduces profit not cash

Operating cash generation

After all operating costs

Cost of all business debt
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% OF NET
SALES

AMOUNT
(USD)

LINE ITEM

Ch 2 | The Profit Report -- Every Line from F

WHAT IT MEANS

NET PROFIT $815,062 4.5% What the owner actually keeps
DASHBOARD & DECISION VIEW
BRIGHTLINE P&L WATERFALL ($000)
$18000K -$11340K
$6660K -$4950K
$1710K -$894K ss16K
ElE """
Revenue COGS Gross Profit O%ec:::;ng Op;rroa;tiitng Ir;(teTr:;t Net Profit
WHERE EACH $6 OF REVENUE GOES
B CcOoGS 63%
\‘ I Operating costs 26%
Interest 3%
B Tax 2%
B Net profit 6%
NET MARGIN

EBITDA

$1,980K

GROSS MARGIN

37%
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THE PROFIT LADDER ($000)
$18000K

$6660K

Gross

Revenue Profit

$1710K

Op Profit

Ch 2 | The Profit Report -- Every Line from F

$816K
|

Net Profit

Revenue

every sale, net of returns

less COGS

cost to make/buy

less Operating Costs

running the business

less Interest & Tax

debt and government

Net Profit

what the owner keeps

MONTHLY P&L; B TEMPLATE

‘ \

Line This Month % of Sales
Revenue $1,502K 100%
COGS $945K 63%
Gross Profit $557K 37%
Operating Costs $411K 27%

Net Profit $68K 4.5%

f Track % of sales each month -- the trend matters more than the number.

Last Month
$1,451K
$911K
$540K
$399K

$62K

PROFIT TERMS

Revenue minus the cost of goods sold

Profit before interest, tax, depreciation
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What the owner finally keeps

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel knew two lines on the Profit Report: revenue and net profit. Everything
in between was CA territory.

After this chapter, Daniel makes three specific changes:

and benchmarks it against the previous month. A 1% drop in gross margin on $18M revenue is
$180,000 lost annually. He now flags any movement immediately.

because it shows the operating engine's health. Interest rates and tax structures change.
EBITDA does not lie about whether the business is generating operating cash.

at every monthly management meeting: check gross margin first, then EBITDA margin, then
interest coverage, then net margin. In that order. He no longer starts at the bottom line.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is your business's current gross margin percentage? Do you know if that is

improving or declining month over month?

2. Of your operating expenses -- salaries, rent, marketing, admin -- which single line has
grown the fastest in the last twelve months as a percentage of revenue? Is that growth
justified?

3. How much of your gross profit survives after all operating expenses but before interest and
tax? That is your EBITDA margin. Is it enough to comfortably cover your loan repayments?

SURAJ SAYS

SURAJ SAYS
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Daniel, the Profit Report is not one number -- it is a chain of decisions. Your gross margin tells
me how well you buy and make the product. Your EBITDA margin tells me how well you run
the business. Your net margin tells me what survives after everyone else -- banks,
government, landlords -- takes their share. Most founders obsess over the top line and worry
about the bottom line. The real game is the lines in between. A 2% improvement in gross

margin on $18 million revenue adds $360,000 to your net profit -- without selling a single extra

unit.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

The Profit Report is a chain. Each line depends on the one above it. Revenue sets the ceiling.
Gross Profit sets the room. EBITDA sets the operating reality. Net Profit is what survives after
financing and tax.

Brightline's Profit Report tells a specific story: excellent revenue growth, acceptable gross margin,
moderate operating profit, and a net margin that leaves limited room for error. Every number is a
decision that can be improved.

You now know every line on the Profit Report and what each one means. In Chapter 3, you will
learn the report that tells you what the business owns and owes -- the Balance Sheet.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Net Sales = Gross Sales minus Returns and Discounts. Always use Net Sales for margin
calculations.

COGS = Opening Stock + Purchases - Closing Stock. It measures the cost of goods
actually sold -- not everything bought.

Gross Profit = Net Sales - COGS. Gross Margin % = Gross Profit / Net Sales x 100.

Gross Margin is the most important line on the Profit Report. It must cover all operating
costs and still leave profit.

Operating Expenses include salaries, rent, utilities, marketing, admin, and depreciation --
all costs of running the business.

EBITDA = Gross Profit minus all OpEx except Depreciation. Best measure of operating
cash generation.
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Depreciation is non-cash -- it reduces profit but does not reduce cash. Add it back when
calculating OCF.

EBIT (Operating Profit) = EBITDA minus Depreciation. Interest Coverage = EBIT /
Interest Expense.

Net Profit = Revenue - all costs including interest and tax. Net Margin % = Net Profit /
Net Sales x 100.

Brightline's chain: $18M revenue -> 37% gross margin -> 9.5% operating margin -> 4.5%
net margin.

NOW YOUR TURN -- TEST YOURSELF

Q1. Revenue minus cost of goods sold equals what?
Q2. What does EBITDA strip out?

Q3. What was Brightline's net margin?

Check yourself: 1. Gross profit 2. Interest, tax, depreciation, amortisation 3. 4.5%

The Balance Sheet Part 1 -- Everything Your Business Owns

Reading Assets: Fixed, Current, and Everything in Between
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The Balance Sheet Part 1 -- Everything
Your Business Owns

Reading Assets: Fixed, Current, and Everything in Between

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

The accountant said the business was 'worth' $2,964,375. Daniel looked around the warehouse
and could not find it. Most of his money, it turned out, was tied up in things he could not actually
spend on Friday.

The bank had asked Brightline for a copy of its most recent Balance Sheet as part of a
credit review.

Sarah emailed it that same afternoon. Daniel opened the attachment, stared at it for thirty seconds,
and forwarded it to Suraj with one line: What does any of this mean?

Suraj called back within the hour.

It means a great deal. Come in tomorrow and | will walk you through every line.
The next morning, they sat together with the Balance Sheet printed in large type and spread across

the table. Suraj had circled the assets section in blue.

The Balance Sheet has two halves. Today we cover the first half: assets. Everything Brightline
owns. Every line in this section is something of value the business holds. Some of it is physical.
Some of it is money owed to you. Some of it is cash. Let us go through each one.
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WHAT THIS CHAPTER COVERS

-> What assets are and why the Balance Sheet photograph matters

-> Fixed Assets: Gross Block, Accumulated Depreciation, and Net Block explained
-> Capital Work in Progress (CWIP) -- assets being built but not yet ready

-> Current Assets: Cash, Receivables, Inventory (all three types), and Advances
-> What asset quality means -- why $5.62M in assets is not always worth $5.62M

-> How to assess the health of Brightline's asset base in five minutes

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Name and explain every category of asset on the Balance Sheet
* Understand the relationship between Gross Block, Accumulated Depreciation, and Net Block

* Explain why inventory appears in three separate categories on the Balance Sheet

* Assess asset quality -- not just asset quantity

* Identify warning signals in the asset section of any Balance Sheet

THE ONE QUESTION

What does every line in the assets section of the Balance Sheet
actually represent -- and how do you assess whether those assets
are healthy?

THE SIMPLE TRUTH

The Balance Sheet is a photograph taken on one specific date. It does not cover a period -- it
covers a moment. And on that moment, it shows two things: everything the business owns (assets)
and everything it owes or the owner's stake (liabilities and equity). The two sides must always
balance.
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Assets fall into two categories. Fixed Assets are long-term -- things the business owns and uses
for more than one year: land, buildings, machinery, vehicles, computers. Current Assets are
short-term -- things expected to convert to cash within twelve months: inventory, amounts owed by
customers, prepayments, and cash itself.

Fixed Assets appear on the Balance Sheet in three rows. Gross Block is the original purchase
price of all fixed assets -- what the business paid for them when new. Accumulated Depreciation
is the total depreciation charged over all the years of ownership. Net Block (Gross Block minus
Accumulated Depreciation) is the current book value -- what the assets are carried at today.

The single most important insight about assets: not all assets are equal. A dollar of cash is certain.
A dollar of trade receivables (money customers owe you) depends on the customer paying. A
dollar of inventory depends on the inventory selling at or near its stated value. A dollar of
machinery depends on it continuing to function. Always assess asset quality -- not just asset
quantity.

SURAJ AT BRIGHTLINE

Let us start at the top. Fixed Assets. Gross Block: $4,612,500. That is what Brightline paid for
all its machinery, vehicles, computers, and equipment when it bought them -- total original cost
across all years.

Accumulated Depreciation: $1,755,000. That is the total depreciation charged against all those
assets since they were purchased. Subtract that from Gross Block and you get Net Block:
$2,857,500. That is what the assets are carried at on today's Balance Sheet. It does not mean
they are worth exactly $2,857,500 to sell -- book value and market value are different things.
But it tells you how much of the original investment remains to be used.

CWIP: $253,125. Capital Work in Progress. Brightline is building a new storage extension. It is
not finished yet. Until it is commissioned and ready to use, it sits here as an asset under
construction -- no depreciation charged yet.

Current Assets. Cash and bank: $697,500. That is the actual money in Brightline's accounts
today. Trade Receivables: $1,912,500. That is money customers owe for goods already
delivered and invoiced. RetailMax alone accounts for $1,046,250 of that. Whether it is a strong
or weak asset depends entirely on how old those debts are and how likely they are to be
collected.

Inventory: three lines. Raw Materials, $478,125: inputs not yet in production. Work-in-Progress,
$236,250: items on the production floor, partially made. Finished Goods, $1,648,125:
completed products ready to ship. Total inventory: $2,362,500.
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He paused.

That $2,362,500 is the most complicated asset on this page. It is carrying value -- what it cost
to make. Whether it is actually worth $2,362,500 depends on whether those products will sell at
a price above cost. Old, slow-moving, or obsolete inventory may be worth considerably less
than its stated value. Chapter 14 covers inventory quality in full. For now, just know: when you
see inventory on the Balance Sheet, ask how fast it is moving.

Advances and Prepaid Expenses: $213,750. Money paid in advance for services not yet
received -- insurance premiums, supplier deposits. It is an asset because the service is still
owed to Brightline. Total Assets: $8,296,875.

THE VISUAL -- BRIGHTLINE BALANCE SHEET -- ASSETS SECTION

Every asset Brightline owns, classified, valued, and explained. This is the exact format your own
Balance Sheet uses.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A MOST OF YOUR MONEY IS TRAPPED -- NOT SPENDABLE.

A 'rich’ balance sheet can still miss payroll on Friday.

$4,275K of Brightline's assets sit in stock and unpaid invoices. You cannot pay wages with a full
warehouse.

4 OWNER DECISION

Watch how much of your assets are actually liquid. The more trapped in stock and debtors, the tighter your
real cash.

List your assets by how fast each turns into cash. Anything stuck beyond 90 days is a target to release.

ASSET LINE AMOUNT WHAT IT MEANS

(USD)

FIXED ASSETS

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com
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ASSET LINE AMOUNT WHAT IT MEANS
(USD)
Gross Block (Original Cost) $4,612,500 Total original purchase price of all equipment, vehicles,
machinery
Less: Accumulated -$1,755,000 Total depreciation charged across all years of ownership

Depreciation

Net Block (Book Value) $2,857,500 Current carrying value: what assets are worth on the
books today
$253,125 Assets under construction -- not yet commissioned, not

yet depreciated

CURRENT ASSETS
Cash and Bank Balances $697,500 Actual cash in accounts -- the most liquid asset
$1,912,500 Money customers owe for goods already delivered

Inventory -- Raw Materials $478,125 Inputs not yet in production
Inventory -- $236,250 Partially made items on the production floor
Work-in-Progress
Inventory -- Finished $1,648,125 Completed products ready to sell and ship
Goods
Advances and Prepaid $213,750 Money paid ahead for services not yet received
Expenses
TOTAL ASSETS $8,296,875 Must equal total Liabilities + Equity
DASHBOARD & DECISION VIEW

TOTAL ASSETS FIXED ASSETS INVENTORY RECEIVABLES CASH

$8.32M $2,858K $2,362K $1,912K $698K
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WHAT BRIGHTLINE OWNS

B Fixed assets 34%
‘ Inventory 28%
‘ Receivables 23%
M Cash 8%
M Other 6%

ASSETS BY LIQUIDITY (MOST LIQUID ON TOP)

Cash instant

Fixed assets years

— Fixed Assets
Deoa el

» Turn to cash < 1 year * Used for years
« Cash, receivables, stock + Plant, equipment, fit-out
* Fuel the daily engine « Build the capacity
ASSET BREAKDOWN ($000)
$2858K
$2362K
$1912K
$698K
Fixed Inventory Receivables Cash
ASSET REGISTER B TEMPLATE
Asset Type Value Liquidity
Cash at bank Current $698K Instant
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Receivables Current $1,912K Weeks
Inventory Current $2,362K Months
Plant & equipment Fixed $2,858K Years

f Group assets by how fast they turn into cash -- that is what 'liquidity’ means.

ASSET TERMS

Turns to cash within a year
Used in the business for many years

How quickly an asset becomes cash

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel knew Brightline had assets -- but not what each line meant or how to
assess their quality.

After this chapter, Daniel makes three specific changes:

o]
not just the total. $1,912,500 in receivables is healthy if mostly current. It is a crisis if
$1,125,000 is over 90 days old. He now requests an aging breakdown alongside the total.

osit
watching the split between Raw Material, WIP, and Finished Goods. A growing Finished
Goods balance while sales are flat is a warning signal. He tracks it monthly.

If Net Block is falling rapidly, machinery is ageing without replacement. He now asks Sarah to
flag when Net Block drops below a threshold that could threaten production reliability.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is your current Trade Receivables balance? What percentage of it is more than 60

days old? More than 90 days? Do you know?

2. What is your total inventory value? Do you know how it splits between Raw Material,
Work-in-Progress, and Finished Goods? Which category has been growing fastest?
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3. What is your Net Block? When was the last time you reviewed the age and condition of

your major fixed assets? Are there assets on the books that are no longer actually in use?

SURAJ SAYS

SURAJ SAYS

Daniel, the assets section of the Balance Sheet is not a list of things you own -- it is a quality
assessment waiting to happen. Every asset line has a question attached to it. Cash: is there
enough? Receivables: will they be collected? Inventory: will it sell at this price? Fixed assets:

are they productive? A business with $8 million in assets but slow receivables, obsolete

inventory, and aging machinery is not worth $8 million. Always look behind the number.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

The assets section of the Balance Sheet tells you what the business owns. But more importantly, it
tells you the quality of what it owns. Cash is certain. Receivables depend on customers paying.
Inventory depends on products selling. Fixed assets depend on continued productivity.

Brightline's $8,296,875 in assets includes $2,362,500 in inventory and $1,912,500 in receivables --
over half the total assets in items that require conversion before they become cash. Understanding
how fast those conversions happen is the key to understanding Brightline's true financial position.

In Chapter 4, we cover the other half of the Balance Sheet: everything Brightline owes, and what is
left for the owner.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

The Balance Sheet is a photograph of financial position on one specific date -- not a
period.

Assets fall into two categories: Fixed Assets (long-term, used over years) and Current
Assets (convertible within twelve months).

Gross Block = original cost of all fixed assets. Accumulated Depreciation = total
depreciation charged. Net Block = Gross Block minus Accumulated Depreciation.
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CWIP = Capital Work in Progress -- assets being built but not yet commissioned. No
depreciation until ready to use.

Trade Receivables = money customers owe for goods delivered. Quality depends on
age -- always check the aging breakdown.

Inventory appears in three categories: Raw Materials, Work-in-Progress (WIP), and
Finished Goods.

Asset quality matters as much as asset quantity. $5.62M in receivables over 180 days
old is not worth $5.62M.

Cash and bank balances are the most liquid and certain asset -- no conversion required.

Advances and Prepaid Expenses represent value owed to the business in the form of
services not yet received.

Total Assets must always equal Total Liabilities plus Owner's Equity. If it does not,
something has been recorded incorrectly.

NOW YOUR TURN -- TEST YOURSELF

Q1. Name two current assets.
Q2. Are fixed assets used up within a year?

Q3. Which asset is the most liquid?

Check yourself: 1. Cash, rec

The Balance Sheet Part 2 -- Everything Your Business Owes

Reading Liabilities, Equity, and the Equation That Never Breaks
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The Balance Sheet Part 2 -- Everything
Your Business Owes

Reading Liabilities, Equity, and the Equation That Never Breaks

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

Daniel knew the business owed money. He had not realised how much of it fell due in the next
ninety days -- or that the bank could ask for its overdraft back whenever it felt like it. Both facts

arrived on the same bad morning.

Daniel had spent the morning reviewing Chapter 3's numbers. Now he turned the Balance
Sheet over in his mind.

Assets: $8,296,875. He understood that side now. But the right side -- liabilities and equity -- was
where it got complicated. How much did Brightline actually owe? To whom? And what was his
equity actually worth?

People think of equity as what they paid in. They forget that it grows every time the business
makes a profit -- and shrinks every time it makes a loss. Your equity is the accumulation of
eight years of Brightline's financial history. Let us read it properly.

Suraj sat across from Daniel with the Balance Sheet spread between them. He had circled the
liabilities and equity section in red.

Everything on this side of the page is a claim against Brightline's assets. The banks have a
claim. The suppliers have a claim. The government has a claim. When all those claims are
settled, what remains belongs to you. That remainder is equity. Let us work through each claim
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in order.

WHAT THIS CHAPTER COVERS

-> Current Liabilities: Trade Payables, Customer Advances, Short-term Borrowings, and Accruals
-> Other Current Liabilities and Tax Payable explained

-> Long-term Liabilities: Term Loans and Deferred Tax

-> Owner's Equity: Share Capital, Retained Earnings, and how equity grows

-> The equation that never breaks: Assets = Liabilities + Equity

-> Reading both sides of the Balance Sheet together as a health check

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Explain every line on the liabilities and equity side of the Balance Sheet

* Understand the difference between current liabilities and long-term liabilities

* Calculate and interpret Net Worth (Owner's Equity)

* Explain what Deferred Tax is -- without accounting jargon

* Read a complete Balance Sheet and assess financial health in five minutes

THE ONE QUESTION

What does every line on the liabilities and equity side of the Balance
Sheet mean -- and what does the complete picture tell you about
financial health?

THE SIMPLE TRUTH

Liabilities are all the claims other parties have on the business's assets. They fall into two
categories. Current Liabilities are due within twelve months: amounts owed to suppliers,
short-term loans, tax payable, deposits received from customers. Long-term Liabilities are due
after twelve months: term loans, long-term debt.
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Trade Payables (Creditors) are amounts owed to suppliers for goods or services received but not
yet paid for. They are the mirror image of Trade Receivables. Customer Advances are deposits
received from customers before goods have been delivered. They are a liability -- the obligation to
deliver -- not revenue. Only when delivery occurs does this convert to revenue.

Deferred Tax is perhaps the most confusing line on any Balance Sheet. Here is the plain English
version: accounting profit and taxable profit are calculated differently, and their timing differences
create a temporary Balance Sheet item. If accounting profit is higher than taxable profit in a given
year, the business has a Deferred Tax Liability -- it will owe more tax in a future year. This is
normal and expected. It does not indicate any problem.

Owner's Equity is the residual: what is left for the owner after all liabilities are settled. It has two
components: Share Capital (money the owner put in when starting the business) and Retained
Earnings (accumulated profits that were kept in the business rather than distributed). Growing
Retained Earnings year after year is the most reliable sign of a healthy, profitable business.

SURAJ AT BRIGHTLINE

Current Liabilities first. Trade Payables: $1,046,250. That is what Brightline owes to its
suppliers for raw materials and goods received but not yet paid. These payments are due
within the next thirty to forty-five days depending on supplier terms.

Customer Advances: $236,250. A major retail chain paid a deposit for a large order shipping in
January. Brightline has received the cash but has not yet earned it -- the obligation to deliver
still exists. This is a liability, not revenue.

Overdraft and short-term borrowings: $1,012,500. This is the OD facility Brightline uses for
working capital. It is repayable on demand -- which is why it appears as a current liability.

Accrued Expenses: $360,000. Costs the business has incurred but not yet paid -- salaries for
the last week of December, utilities billed in January for December consumption, professional
fees. These are real obligations even though no invoice has arrived yet. Tax Payable:
$213,750.

Long-term Liabilities. Term Loan: $2,362,500. This is Brightline's five-year equipment loan,
repayable in monthly instalments. The portion due within the next twelve months should
technically sit in Current Liabilities -- but for simplicity Sarah has kept it all here. Deferred Tax
Liability: $101,250. Normal. No cause for concern.

Equity. Share Capital: $1,125,000. That is what Daniel invested when he founded Brightline.
Retained Earnings: $1,839,375. That is eight years of cumulative net profits that were kept in
the business rather than taken out. Total Equity: $2,964,375. That is what Brightline is worth to
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Daniel after settling every obligation.

He pointed to the bottom of both sides.

Ch 4 | The Balance Sheet Part 2 -- Everything

Total Liabilities plus Equity: $8,296,875. Exactly matches Total Assets. The equation holds. It
always holds. This is how you know the numbers are internally consistent.

THE VISUAL -- BRIGHTLINE BALANCE SHEET -- LIABILITIES AND EQUITY

Every liability and equity line Brightline carries, classified, valued, and explained. Together with
Chapter 3's assets, this completes the full Balance Sheet.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A THE BANK CAN ASK FOR ITS MONEY BACK. CAN YOU REPAY IT?

$2,059K of Brightline's debt is short-term -- due inside a year, some of it repayable on demand.

WHY THIS MATTERS NOW @

When short-term debt outruns current assets, a single bad month can trigger a cash crisis you never saw

coming.

# OWNER DECISION Wr w

Match long-term assets to long-term funding. Never fund a machine, or a loss, with an overdraft.

Total everything due in the next 90 days. Make sure cash plus collections can comfortably cover it.

LIABILITY / EQUITY LINE AMOUNT

(USD)

WHAT IT MEANS

CURRENT LIABILITIES

Trade Payables (Creditors) $1,046,250

Customer Advances $236,250

Owed to suppliers for goods received -- due within 30-45
days

Deposits from customers -- liability until goods are
delivered
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LIABILITY / EQUITY LINE

AMOUNT

(USD)

Ch 4 | The Balance Sheet Part 2 -- Everything

WHAT IT MEANS

Overdraft / Short-term $1,012,500 OD facility -- repayable on demand

Borrowings

Accrued Expenses $360,000 Costs incurred but invoices not yet received

Tax Payable $213,750 Tax owed for the year, due shortly

LONG-TERM LIABILITIES

Term Loan $2,362,500 5-year equipment loan -- monthly instalments

$101,250 Timing difference between accounting and tax profit --

normal

TOTAL LIABILITIES $5,332,500

OWNER'S EQUITY

Share Capital $1,125,000 Money Daniel invested when founding Brightline

Retained Earnings $1,839,375 Cumulative profits kept in the business -- 8 years of
growth

TOTAL EQUITY $2,964,375 What Brightline is worth to the owner after all debts

TOTAL LIABILITIES + $8,296,875 Must equal Total Assets -- always

EQUITY

DASHBOARD & DECISIO

TRADE PAYABLES OVERDRAFT TERM LOAN TOTAL OWED OWNER EQUITY

$1,046K $1,012K $2,362K $5,332K $2,964K
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HOW BRIGHTLINE IS FUNDED
B Equity 36%
‘ B Termloan 28%
B Overdraft 12%
Payables 13%
M Other 11%

t-Term (Current) Long-Term
* Due within 1 year * Due beyond 1 year * Never repaid
» Payables, overdraft * Term loan » Owner's stake
* Pressure on cash now * Funds the long game * The cushion

LIABILITIES & EQUITY ($000)
$2964K

$2362K

$1046K $1012K

Equity Term Loan Payables Overdraft
FUNDING MIX
Funded by equity _ 36%
Funded by debt 41%
Funded by suppliers 13%

LIABILITIES & FUNDING B TEMPLATE

Source Type Amount Due

Trade payables Current $1,046K < 60 days
Overdraft Current $1,012K On demand
Term loan Long-term $2,362K Over years
Owner equity Equity $2,964K Never
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f Match long-term assets to long-term funding -- never fund a machine with an overdraft.

DEBT HEALTH CHECK

Ve Short-term debt covered by current assets
Loan repayments fit monthly cash

Ve Equity cushion is healthy

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel knew he owed money to banks and suppliers but had no clear view of
the total claims against Brightline or what he actually owned.

After this chapter, Daniel makes three specific changes:

A growing Retained Earnings line means Brightline is building real value. He nhow monitors it
every year-end as his most important measure of long-term progress.

ate ‘om rev
When Marcus books a large order with a deposit, Daniel now distinguishes the cash received
(real) from the revenue (not yet earned). He stops counting advance deposits as profit.

Uity rato
Total Debt ($3,375,000) divided by Total Equity ($2,964,375) = 1.14. He now monitors this
ratio. If it rises above 2.0 without corresponding revenue growth, he flags it as a risk signal.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is your total current liabilities -- what you owe within the next twelve months? Do you
have enough current assets to cover them? (Current Assets / Current Liabilities = Current
Ratio. Target: above 1.5.)

2. What are your Retained Earnings? Are they growing year over year? If they are declining,
your business is losing money even if individual months look profitable.

3. How much do you owe in long-term debt? What is your annual repayment obligation? Can

your operating cash flow comfortably cover it -- with room to spare?
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SURAJ SAYS

SURAJ SAYS

Daniel, equity is not the money you put in. Equity is the money you built. Your $1,839,375 of
Retained Earnings represents eight years of profits left in the business to fund growth. That is

your real wealth creation -- not the $815,062 you made this year, but the $1,839,375 you

chose not to take out so Brightline could become what it is. Every year you grow Retained
Earnings, you are making yourself richer in the only way that is sustainable. Never confuse
cash taken out with wealth created.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

The liabilities side of the Balance Sheet shows every claim against Brightline's assets. Current
liabilities are due within twelve months. Long-term liabilities are due after. When all liabilities are
subtracted from all assets, what remains is equity -- the owner's real financial stake in the
business.

Brightline's equity of $2,964,375 on $8,296,875 of assets means the business is approximately
36% equity-funded and 64% debt-funded. That is a meaningful leverage level that requires
consistent operating profit to service comfortably.

You can now read a complete Balance Sheet. In Chapter 5, we cover the third report: the Cash
Flow Statement -- and the bridge that finally explains why Brightline's best profit month produced
its worst cash month.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Liabilities are all claims others have against the business's assets -- current (due within
12 months) and long-term (due after 12 months).

Trade Payables = amounts owed to suppliers for goods received but not yet paid. Mirror
image of Trade Receivables.

Customer Advances = deposits received before delivery. A liability until the obligation to
deliver is fulfilled.
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Short-term borrowings (OD, CC) appear as Current Liabilities because they are
repayable on demand.

Accrued Expenses = costs incurred but not yet invoiced -- real obligations even without a
bill.

Deferred Tax = timing difference between accounting profit and taxable profit. Normal.
Not a problem.

Owner's Equity = Share Capital + Retained Earnings. The residual after all liabilities are
settled.

Retained Earnings = cumulative profits kept in the business. Growing Retained Earnings
= wealth creation.

Assets = Liabilities + Equity. Always. If this equation fails, something is recorded
incorrectly.

Debt-to-Equity Ratio = Total Debt / Total Equity. Brightline: $3,375K / $2,964K = 1.14.
Monitor for increases.

NOW YOUR TURN -- TEST YOURSELF

Q1. Is owner's equity a debt the business must repay?
Q2. Which is due sooner: overdraft or term loan?

Q3. Assets equal what?

Check yourself: 1. No -- it is

The Cash Flow Statement -- Where the Actual Money Goes

The Report That Explains Why Profit and Cash Are Never the Same
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The Cash Flow Statement -- Where the
Actual Money Goes

The Report That Explains Why Profit and Cash Are Never the Same

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

Profit up. Cash down. Daniel kept staring at the two lines, convinced one of them was lying. Neither
was. He simply had no idea how to read the gap between them -- and that gap was about to cost
him a sleepless quarter.

September had been Brightline's best month. $3,600,000 in revenue. Marcus had been
walking around the office with a grin for three weeks.

Then Daniel checked the bank balance on October 3rd. It was $213,750 lower than it had been on
September 1st. He called Suraj.

| know. | have been waiting for you to notice. Come in. We are going to look at the Cash Flow
Statement.

Daniel arrived to find the Cash Flow Statement printed alongside the Profit Report. Two reports.
Two very different stories about the same September.

The Profit Report is a measure of what you earned. The Cash Flow Statement is a measure of
what actually moved. The two are permanently different. Once you understand why, you will
never be confused again.

WHAT THIS CHAPTER COVERS
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-> Why profit and cash are permanently different -- the fundamental concept

-> Section 1: Operating Cash Flow -- from profit to real cash, step by step

-> The EBITDA-to-OCF bridge -- the most important financial concept for founders
-> Section 2: Investing Cash Flow -- capital expenditure and asset purchases

-> Section 3: Financing Cash Flow -- loans, repayments, and interest

-> How to read and interpret the complete Cash Flow Statement

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:

* Explain in plain language why profit and cash are permanently different

* Calculate Operating Cash Flow using the indirect method -- step by step

* Understand the EBITDA-to-OCF bridge and what it reveals about working capital
* ldentify the three sections of the Cash Flow Statement and what each measures

* Read Brightline's Cash Flow Statement and explain every line to a non-accountant

THE ONE QUESTION

If Brightline made $815,062 in net profit, why did the bank balance
go down by $489,938 -- and where exactly did the money go?

THE SIMPLE TRUTH

Profit and cash measure different things. The Profit Report records income when it is earned --
even if the cash has not been received. The Cash Flow Statement records cash when it actually
moves through the bank account. The gap between the two is the most important financial concept
a business owner can understand.

The Cash Flow Statement has three sections. Operating Cash Flow shows cash generated by
running the business. Investing Cash Flow shows cash spent on or received from long-term
assets. Financing Cash Flow shows cash from new borrowings or used to repay existing debt and
pay interest.
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The most important section is Operating Cash Flow. It starts with Net Profit -- which already
accounts for all revenues and expenses -- and makes three types of adjustments. First, add back
Depreciation: it was deducted from profit, but no cash actually left the bank. Second, adjust for
changes in Working Capital: if receivables increased (customers owe more), that is cash that was
earned in the P&L; but not yet received -- subtract it. If inventory increased, cash was spent but not
yet in the P&L; -- subtract it. If payables increased, the business is using supplier credit -- add it
back.

The result of all these adjustments is Operating Cash Flow -- the real cash generated by running
the business. A healthy business converts most of its EBITDA into OCF. When the gap is large, it
signals that working capital is absorbing a significant portion of operating earnings.

SURAJ AT BRIGHTLINE

Let us build the EBITDA-to-OCF bridge for Brightline. Start with EBITDA: $1,980,000. Now the
adjustments.

Receivables increased by $472,500 during the year. Brightline sold more on credit -- the P&L;
counted the revenue, but the cash has not arrived yet. Subtract $472,500.

Inventory increased by $348,750. Brightline bought more stock than it sold during the year. The
cash left the bank to buy that inventory -- but it is not yet in the P&L; as a cost. Subtract
$348,750.

Trade Payables increased by $135,000. Brightline used more supplier credit -- received goods
but has not yet paid for them. The P&L; has the cost, but the cash has not gone out. Add back
$135,000.

That gives Operating Cash Flow of $1,293,750. Brightline earned $1,980,000 in EBITDA. But
working capital absorbed $686,250 of it. Only $1,293,750 became real cash from operations.

Investing activities: Brightline bought $675,000 of new machinery this year. Sold an old vehicle
for $101,250. Net investing cash flow: -$573,750.

Financing activities: took a new $450,000 loan. Repaid $236,250 of existing debt. Paid
$528,750 in interest. Net financing cash flow: -$315,000.

Total: OCF $1,293,750 minus investing $573,750 minus financing $315,000 = -$489,938 net
cash reduction. The business made $815,062 in profit. But cash in the bank dropped by
$489,938. And now you can see exactly where every dollar went.

He set down his pen.
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September specifically: Marcus closed record sales. $3,600,000 in revenue. But RetailMax is
on 60-day terms. That revenue will collect in November. Meanwhile, Brightline had to buy more
raw material to produce September's orders, made the September loan repayment, and paid
supplier invoices from July that were now due. Cash out, cash in, and the timing of each -- that
is the Cash Flow Statement's job.

THE VISUAL -- BRIGHTLINE CASH FLOW STATEMENT -- FULL YEAR

Every cash movement at Brightline in three clearly labelled sections. This is how the $815,062 net
profit became a -$489,938 net cash reduction.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A PROFIT IS AN OPINION. CASH IS A FACT.
Brightline ‘'made’ $816K but generated just $129K of cash. The rest vanished into stock and debtors.

X WHAT DANIEL GOT WRONG

Daniel ran the business on the profit number for nine years and was repeatedly blindsided by cash. He
was watching the wrong number the whole time.

& OWNER DECISION mt Im

Judge every month by cash generated, not just profit reported. Cash is the number that keeps the doors
open.

Each month, reconcile profit to cash: profit + depreciation - working-capital rise - capex = the cash that
actually moved.

CASH FLOW LINE AMOUNT WHAT IT MEANS

(USD)
SECTION 1: OPERATING
ACTIVITIES
Net Profit (starting point) $815,062 Profit from the Profit Report -- where we start
Add: Depreciation +$270,000 Was deducted from profit but never left the bank
(non-cash)
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CASH FLOW LINE

Receivables increased
(cash not yet received)

Inventory increased (cash
spent, not yet cost)

Payables increased
(supplier credit used)

OPERATING CASH FLOW
(OCF)

SECTION 2: INVESTING
ACTIVITIES

New machinery purchased

Old vehicle sold

INVESTING CASH FLOW

SECTION 3: FINANCING
ACTIVITIES

New term loan taken

Loan repayments made

Interest paid

FINANCING CASH FLOW

NET CHANGE IN CASH

Opening Cash Balance

CLOSING CASH BALANCE

AMOUNT

(USD)

-$472,500

-$348,750

+$135,000

$398,812

-$675,000

+$101,250

-$573,750

+$450,000

-$236,250

-$528,750

-$315,000

-$489,938

$1,187,438

$697,500

Ch 5 | The Cash Flow Statement -- Where the A

WHAT IT MEANS

Revenue counted in P&L; but cash still owed by
customers

Cash paid for stock that is not yet sold

Costs in P&L; but cash not yet paid to suppliers

Real cash from running the business this year

Capital expenditure -- asset, not P&L; expense

Cash received from asset disposal

Net cash used for long-term assets

Cash received from bank

Principal repaid this year

Cost of all business debt paid in cash

Bank balance went down by this amount despite $815,062
profit

Bank balance on January 1st

Bank balance on December 31st

DASHBOARD & DECISION VIEW
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Operating Investing Financing Net Change

cash from running it cash for assets debt & owners the cash that moved

CASH BRIDGE ($000)
$270K -$619K

$816K

-$338K
$129K
. & Working Net
Net Profit Depreciation Capital CapEx GCash Generated
Operating Investing Financing
« Day-to-day trading « Buying/selling assets * Loans & owner funds
« Should be positive + Usually negative * In or out
* The real engine * Building future * Funding the gap

N\

Net Profit
from the P&L

add Depreciation

non-cash, add back

cash tied in stock/debtors

less CapEx

cash for assets

= Net Cash

the truth

I less Working Capital rise |
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PROFIT CASH GENERATED PROFIT-TO-CASH

$816K $129K low

CASH FLOW STATEMENT B TEMPLATE

Section Item Amount
Operating Net profit + depreciation $1,086K
Operating Working capital change -$619K
Investing Equipment bought -$338K
Financing Loan / owner movements $OK

Net change Cash in minus out $129K

f Profit is an opinion; this statement is the cash fact.

CASH FLOW TERMS

Cash from day-to-day trading
Cash for buying/selling assets

Cash from loans and owners

THE SHIFT -- WHAT DAN FFERENT

Before this chapter, when Daniel's bank balance dropped despite a profitable month, he called
Sarah in a panic and asked if something had gone wrong.

After this chapter, Daniel makes three specific changes:

not just at year end. The monthly version shows which working capital movements are causing
the gap between profit and cash -- and gives him time to act before cash becomes critical.

OCF divided by EBITDA. Brightline converts 63% of EBITDA to OCF. A healthy business
targets 80-90%. He now tracks what is absorbing the other 37%.

New machinery spending in the investing section is not a drain on operations -- it is a growth
investment. He no longer confuses capital spending with operating losses.

YOUR TURN

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com



FINANCE FOR BUSINESS OWNERS Ch 5 | The Cash Flow Statement -- Where the A

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What was your last year's net profit? What was your actual change in cash balance over

the same period? If they are different -- and they almost certainly are -- do you know what

caused the gap?

2. Look at your Trade Receivables. Did they increase or decrease last year? For every dollar
receivables increased, that is a dollar of profit that has not yet become cash. Is that gap
comfortable for your business?

3. What was your total capital expenditure last year? Did it come from operating cash flow,
from new loans, or from both? Knowing the source of CapEx tells you whether your business
is self-funding its growth.

SURAJ SAYS

SURAJ SAYS

Daniel, the Cash Flow Statement is the most honest document a business produces. The
Profit Report can be managed -- revenue timing, depreciation choices, accrual adjustments.
But cash is binary: it is either there or it is not. The Cash Flow Statement shows you what the

business actually did with money -- not what it earned, but what it kept, spent, borrowed, and

repaid. Any founder who reads only the Profit Report and ignores the Cash Flow Statement is

navigating by map while ignoring the actual road.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

The Cash Flow Statement answered Daniel's original question. Brightline made $815,062 in profit.
But working capital absorbed $686,250 of operating earnings, the business invested $573,750 in
new machinery, and financing activities consumed $315,000. The net result was a -$489,938 drop
in cash. Every dollar is accounted for.

Profit measures performance. Cash measures survival. A business that generates excellent profit
but consistently fails to convert it to cash will eventually run out of options -- regardless of how
good the Profit Report looks.

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

46



FINANCE FOR BUSINESS OWNERS Ch 5 | The Cash Flow Statement -- Where the A

You now understand all three financial reports. Chapter 6 goes deeper into the first major concept
that confuses founders within the Profit Report: when is a sale actually counted as revenue?

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Profit and cash are permanently different because revenue is recorded when earned and
cash is recorded when received.

The Cash Flow Statement has three sections: Operating (running the business),
Investing (long-term assets), and Financing (borrowing and repaying).

OCF starts with Net Profit, adds back Depreciation, then adjusts for working capital
changes.

Receivables increase = cash owed but not yet received = subtract from profit to get
OCF.

Inventory increase = cash spent on stock not yet sold = subtract from profit to get OCF.
Payables increase = supplier credit used = cash not yet paid = add back to OCF.

The EBITDA-to-OCF bridge shows exactly where operating earnings go before they
become cash.

Brightline: $1,980,000 EBITDA -- $686,250 working capital absorption = $1,293,750
OCF = 65% conversion.

Investing Cash Flow: capital expenditure is not an operating expense -- it is an asset
creation.

Financing Cash Flow: new loans (in) minus repayments and interest (out) = net financing
movement.

NOW YOUR TURN -- TEST YOURSELF

Q1. What are the three sections of the cash flow statement?
Q2. Is depreciation a cash outflow?

Q3. Which section should be positive over the long run?

Check yourself: 1. Operating, investing, financing 2. No -- it is non-cash 3. Operating
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When Is a Sale Actually Money? -- Revenue Timing

Understanding When Revenue Is Earned -- Not Just When It Is Invoiced
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When Is a Sale Actually Money? --
Revenue Timing

Understanding When Revenue Is Earned -- Not Just When It Is Invoiced

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Marcus burst in grinning. 'Closed the biggest order of the year!" Daniel celebrated for exactly as
long as it took to remember the customer paid in seventy-eight days -- and payroll was due in nine.

Marcus came into Daniel's office on March 29th wearing the expression of someone who
had just saved the quarter.

Big one. $1,575,000 order from Nexus Retail. Signed this afternoon. | need it booked March so
we hit the Q1 target.

Daniel picked up his phone to call Sarah. Then he stopped. He called Suraj instead.

Before | book it, when can | actually count it as revenue?

There was a brief silence on the other end.

Now that is the right question. Let me explain.

The answer, as Suraj explained, depended on four things about the order -- not on when Marcus
had signed the contract, not on when Brightline would invoice, and certainly not on when Q1
needed the numbers to look good.

WHAT THIS CHAPTER COVERS
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-> The core principle: revenue is earned when a promise is fulfilled -- not when a contract is signed
-> Scenario 1: Goods shipped and delivered -- straightforward recognition

-> Scenario 2: Advance payment received -- when is a deposit actually revenue?

-> Scenario 3: Annual subscription or contract -- spreading revenue across the period

-> Scenario 4: Long-term project -- milestone versus completion recognition

-> Scenario 5: Goods shipped but not yet delivered -- FOB and title transfer

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* Explain the core principle of revenue recognition in plain language -- without referencing
accounting standards

* Apply the principle to five common real business scenarios

* Understand why advance payments are liabilities -- not revenue
* Explain what deferred revenue is and where it appears on the Balance Sheet

* |dentify and avoid the most common revenue timing mistakes founders make

THE ONE QUESTION

A contract is signed. Money may or may not have been received.
When is it actually revenue?

THE SIMPLE TRUTH

Revenue is earned when a promise is fulfilled -- not when a contract is signed, not when an invoice
is raised, and not when cash is received. The promise is what was agreed with the customer:
deliver the goods, complete the service, fulfil the obligation. When that obligation is satisfied,
revenue is recorded.

This creates five common scenarios that confuse founders. Understanding each one removes the
confusion permanently.
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The most common mistake: raising an invoice in March for goods that ship in April, in order to hit a
quarterly revenue target. The invoice date is irrelevant for revenue recognition. The delivery date is
what matters. March revenue must represent value actually delivered in March.

A less obvious mistake: treating a customer deposit as revenue. If a customer pays $281,250
upfront for an order to be delivered in three months, that $281,250 is a liability on the Balance
Sheet -- an obligation to deliver -- not revenue. It becomes revenue when the goods are delivered
and the obligation is fulfilled.

KEY INSIGHT

Revenue is earned when a promise is fulfilled.

Not when a contract is signed. Not when invoiced. Not when cash is received.

The obligation to the customer -- when satisfied -- is when revenue appears.

SURAJ AT BRIGHTLINE

Marcus's $1,575,000 order. Signed March 29th. When is it revenue?

Answer: it depends on the delivery terms. The order is for 14 pallets of product. When do those
pallets arrive at Nexus Retail's warehouse? Let us say April 8th. Then it is April revenue -- full
stop. Signing the contract in March does not make it March revenue. Marcus had a great
March for the sales team. Brightline's books will reflect it in April.

Second scenario: customer advances. RetailMax paid $236,250 in December as a deposit for
an order shipping in February. Where is that $236,250 on the Balance Sheet right now?
Liabilities. Customer Advances: $236,250. It is not revenue until Brightline delivers the goods in
February. Taking that deposit in December and counting it as December revenue is incorrect. It
inflates December's numbers and then creates a gap in February when the actual delivery
happens.

Third scenario: Brightline signs a $675,000 annual maintenance contract on July 1st. $675,000
arrives in the bank on July 1st. Is that $675,000 revenue in July? No. It is $56,250 per month
for twelve months -- $337,500 in the current financial year, $337,500 in the next. The $337,500
for the period not yet delivered sits as Deferred Revenue on the Balance Sheet until each
month's service is provided.

Fourth: a construction subcontract for $4,500,000. Milestone billing: 25% on foundation, 25%
on structure, 25% on fit-out, 25% on completion. Revenue is recognised at each milestone
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when it is delivered and verified -- not when the contract is signed and not when payment
arrives. This prevents a company from booking $4,500,000 of revenue on day one for a job that
takes eighteen months.

Fifth: Brightline ships $1,012,500 of product to a distributor on December 30th. Goods are still
in transit on December 31st. Is this December revenue? If the shipping terms say title passes
on departure from Brightline's warehouse -- yes. If title passes on arrival at the distributor's
warehouse -- no, it is January revenue. The shipping terms define the recognition date. Check
them.

THE VISUAL -- REVENUE TIMING -- FIVE SCENARIOS

Five real situations at Brightline. For each: when the event happens, when it becomes revenue,
and where the money sits before recognition.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A A SALE IS NOT CASH. AND THE GAP CAN SINK YOU.

X WHAT DANIEL GOT WRONG

Daniel celebrated the biggest order of the year -- then nearly missed payroll, because that customer paid
in 78 days and wages were due in nine.

Every order you sell on credit is money you lend the customer, financed out of your own overdraft until
they pay.

Before celebrating a big order, ask one question: when does the cash actually arrive, and can | fund the
gap until it does?

Tag every large order with its payment date. Forecast the cash gap before you commit to delivering it.
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SCENARIO

1. Goods shipped
and delivered

2. Customer
advance deposit

3. Annual
maintenance
contract

4. Milestone project
billing

5. Goods in transit
at year end

Delivery to customer
April 8

$236,250 received in
December

$675,000 received
July 1
25% milestone

completed

Shipped December
30, arriving January 2

WHEN

REVENUE?

April -- on
delivery

February -- on
delivery

$56,250/month
over 12 months

On milestone
verification

Depends on
shipping terms
(FOB)

Ch 6 | When Is a Sale Actually Money? -- Reve

WHERE UNTIL THEN?

Not on books until April

Not booked until milestone delivered

Check title transfer point in contract

DASHBOARD & DECISIO

Order

customer commits

THE ORDER-TO-CASH CYCLE

B e a% | B NS .
Deliver > Invoice Collect
goods given | sale booked cash arrives
Order taken

Cash collected

Invoice raised

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com
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Cash Received

 Booked on delivery * Arrives later
» Appears in P&L; * Appears in bank
* Not yet cash * The real thing

IF CUSTOMERS PAY 20 DAYS SLOWER

METRIC BASE AFTER IMPACT
Revenue unchanged unchanged no change
Profit unchanged unchanged no change
Cash tied up $1,912K $2,897K -$984K
Overdraft need $1,012K rises pressure

N\

Sale is earned

when goods are delivered

Revenue is booked

on the P&L that day

Cash is separate

arrives when they pay

The gap = DSO

financed by you

SALE VS CASH

A promise -- not revenue yet
Revenue is earned here
The sale is recorded

Cash finally arrives -- often weeks later

REVENUE DISCIPLINE

Ve Revenue booked only on delivery
Deposits treated as a liability, not sales

Collection chased from day one
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THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel let Marcus book sales in whatever period Marcus needed for his target
-- as long as the customer had signed.

After this chapter, Daniel makes three specific changes:

and communicates it to Marcus and Sarah: revenue is booked on delivery date or service
completion date -- never on contract signing date or invoice date. Non-negotiable.

When a deposit arrives, it goes into Customer Advances on the Balance Sheet. He reviews
this line monthly and confirms it is converting to revenue as deliveries complete.

For any goods shipped in the last three days of the month that have not been delivered, he
confirms the shipping terms before booking revenue. One conversation with the logistics team
prevents months of inflated numbers.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. In your business, what is the actual event that triggers revenue recognition? Is it order

placement, shipment, delivery, or customer sign-off? Is this consistently applied across your

team?

2. Do you have any customer deposits or advances currently sitting in your bank account for
goods or services not yet delivered? Are these classified correctly as liabilities -- or are they
already booked as revenue?

3. Have you ever moved a sale from one period to another to hit a monthly or quarterly
target? What was the actual impact on the subsequent period's numbers?

SURAJ SAYS

SURAJ SAYS
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Daniel, revenue timing is not an accounting formality -- it is the difference between a business

that knows its real performance and one that is lying to itself. When you book revenue before

you have earned it, you create phantom profits that must be paid back in a future period. |

have seen businesses report three consecutive profitable months, then discover in month four
that all three periods had been overstated. The customer who signed in March but received
goods in April is April revenue. Your quarterly target does not change that.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Revenue is earned when a promise is fulfilled. Not when signed. Not when invoiced. Not when
paid. The delivery of value to the customer is the trigger -- and every other date is irrelevant to the
Profit Report.

Getting revenue timing right protects Brightline's financial credibility: with banks who use historical
numbers to make lending decisions, with investors who use reported performance to value the
business, and with Daniel himself who needs accurate information to make operational decisions.

Chapter 7 covers the other major classification question in the Profit Report: when an expense is a
running cost versus when it is an investment in a long-term asset.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Revenue is earned when a performance obligation to the customer is satisfied -- not
when signed, invoiced, or paid.

Advance payments from customers are liabilities (Customer Advances) on the Balance
Sheet until goods are delivered.

Annual contracts or subscriptions: revenue is spread across the period the service is
provided.

Milestone projects: revenue recognised at each verified milestone -- not on contract
signing.

In-transit goods at period end: recognition depends on shipping terms (title transfer
point).

Deferred Revenue = revenue received but not yet earned -- appears as a Current
Liability.
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Booking revenue early (before obligation fulfilled) inflates one period and creates a gap
in the next.

The correct trigger: when the customer has received the value they paid for, revenue is
recognised.

This principle applies equally whether the customer has paid or not -- cash receipt is
irrelevant.

Consistent application across the team (sales, finance, operations) is what keeps the
Profit Report accurate.

NOW YOUR TURN -- TEST YOURSELF

Q1. When is revenue earned?
Q2. Is a signed order revenue yet?

Q3. What is the gap between a sale and the cash called?

Check yourself: 1. When goods or services are delivered 2. No -- not until delivered 3. DSO / receivables

Spending vs Investing -- Operating Costs vs Capital Costs

Understanding Why Not All Spending Hits the Profit Report Immediately

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com
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07

Spending vs Investing -- Operating Costs
vs Capital Costs

Understanding Why Not All Spending Hits the Profit Report Immediately

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

Daniel had 'spent' $1,350,000 on the new line and watched his profit barely move. The accountant
called it an asset. Daniel called it confusing. The bank, meanwhile, had very clearly watched the
cash leave.

Tom Wright came to Daniel with a problem. The sealing machine on Line 3 had failed.
Replace it: $253,125. Repair and service it: $46,125.

Daniel went to Sarah: How does each option affect this year's numbers?

Sarah opened her spreadsheet. If we repair it, the $46,125 is an expense this year -- reduces profit
by $46,125. If we replace it, the $253,125 goes on the Balance Sheet as a fixed asset and we
depreciate it at $31,641 per year for eight years.

Daniel stared at her. Those are completely different impacts.

That is the point. Same payment. Different classification. Completely different financial statement
treatment.

He called Suraj that afternoon and asked a question he had been wondering about for years.

How do | know when something is an expense and when it is an asset?

Good question. Let me give you the framework.
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WHAT THIS CHAPTER COVERS
-> The fundamental distinction: Operating Expense vs Capital Expenditure
-> What makes something a fixed asset -- the useful life test
-> How CapEx appears on the Balance Sheet and depreciates over time
-> Why the same cash outflow can be treated in two completely different ways
-> Depreciation: the annual charge that reduces profit without reducing cash

-> Eight real Brightline spending decisions classified correctly

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:
* Apply the OpEx vs CapEx distinction to any spending decision
* Explain why capital expenditure goes to the Balance Sheet rather than the Profit Report

* Calculate annual depreciation and explain why it is non-cash

* Understand how misclassifying CapEx as OpEx (or vice versa) distorts the Profit Report

* Classify eight real Brightline spending decisions correctly

THE ONE QUESTION

When does spending hit the Profit Report immediately -- and when
does it go on the Balance Sheet and spread across years?

THE SIMPLE TRUTH

Every payment a business makes falls into one of two categories. Operating Expense (OpEXx):
costs incurred in the day-to-day running of the business that are consumed within the period.
Salaries, rent, utilities, raw materials, marketing. These hit the Profit Report immediately -- they
reduce profit in the period they are incurred.

Capital Expenditure (CapEXx): spending on long-term assets that will benefit the business for
more than one year. Machinery, buildings, vehicles, computers, major renovations. These do not
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hit the Profit Report immediately -- they go onto the Balance Sheet as a fixed asset and are
charged to the Profit Report gradually, through depreciation, over the asset's useful life.

The practical test: will this create value for more than twelve months? If yes -- CapEXx. If the benefit
is consumed within the current period -- OpEx. A $253,125 sealing machine that runs for eight
years is a CapEx item. An $46,125 repair that fixes a fault but creates no additional long-term value
is OpEXx.

Depreciation is the mechanism that converts CapEx into a period expense gradually. If the
$253,125 machine has an eight-year useful life, depreciation is $31,641 per year (straight-line
method). Each year, $31,641 reduces profit -- but no cash leaves the bank. The cash went when
the machine was bought. Depreciation is the accounting recognition of that cash over the life of the
asset.

SURAJ AT BRIGHTLINE

Tom's machine. Replace: $253,125. Eight-year useful life. Annual depreciation: $31,641. This
year's impact on profit: $31,641 -- not $253,125. The $253,125 goes on the Balance Sheet and
reduces profit by $31,641 per year for eight years.

Repair: $46,125. No long-term asset created. Fixes an existing one. Goes straight to the Profit
Report as a maintenance expense. This year's impact: $46,125.

Which is better for the Profit Report this year? Replacement -- $31,641 impact vs $46,125
impact. But that is not the right question. The right question is which makes the better
economic decision. A machine that keeps breaking will cost far more in repairs over eight years
than the difference between those two Profit Report impacts.

Now let us classify eight real Brightline spending decisions from the last quarter.

One: $67,500 factory renovation that extends the building's useful life. CapEx -- adds to Gross
Block. Two: $5,400 per month for cloud software subscription. OpEx -- consumed monthly, no
asset created. Three: $157,500 forklift. CapEx -- five-year asset. Four: $23,625 in annual
insurance premiums. OpEx -- consumed within the year. Five: $1,012,500 warehouse
extension being built. CapEx -- goes to CWIP until commissioned.

Six: $36,562 for equipment servicing that restores original performance. OpEx -- maintenance,
no improvement. Seven: $191,250 for computer and server upgrade that replaces old servers.
CapEx if replacing with a new asset, OpEx if simply repairing. Ask: does it add useful life or just
restore it? Eight: $123,750 for a major trade show campaign. OpEx -- marketing expense,
consumed within the period, no long-term asset created.
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THE VISUAL -- OPEX VS CAPEX -- EIGHT BRIGHTLINE DECISIONS

Eight real Brightline spending decisions classified correctly, with the reasoning and financial

statement impact of each.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A GET THIS WRONG AND YOUR PROFIT IS A FICTION.

Expense a capital item and you understate profit; capitalise an expense and you overstate it. Either way,

you decide on a lie.

WHAT THIS MEANS FOR YOU

The test is simple: does it last beyond a year? That single question decides where the cost goes -- and

what your profit really is.

U AV NI

Set one clear capitalisation rule so your profit reflects reality, not accounting accidents.

Review your big spends this year. Confirm each is correctly treated as a cost now or an asset over time.

CLASSIF

ICATION

REASONING / IMPACT

Factory renovation $67,500
(extends building life)

Cloud software $5,400/m
subscription (monthly) onth
New forklift $157,500
Annual insurance $23,625
premiums

Warehouse extension $1,012,5
(under construction) 00

CapEx

OpEXx

CapEx

OpEXx

CapEx --
CwIP

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

Extends useful life of existing asset -- add to Gross
Block

Consumed monthly, no ownership -- expense each
period

5-year asset -- depreciate at $31,500/year

Consumed within year -- expense when incurred

Goes to CWIP until commissioned, then to fixed
assets
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SPENDING ITEM AMOUNT CLASSIF REASONING / IMPACT

ICATION
Equipment servicing $36,562 Restores, does not improve -- maintenance
(restores performance) expense
Server and computer $191,250 CapEx New assets replacing old -- add to Gross Block,
upgrade depreciate
Maijor trade show $123,750 Marketing expense -- no long-term asset created,
campaign expense now

DASHBOARD & DECISION VIEW

Operating Cost Capital Cost

* Used up < 1 year * Lasts many years
* Hits P&L; now » Goes on balance sheet
* Rent, salaries, power » Machine, vehicle, fit-out
Lasts > I l
The Spend 1 year? | Capitalise Depreciate
money leaves the key test | | balance sheet spread over life
= N\ St

ISIT A COST OR AN ASSET?

T Useful Life
Capitalise & depreciate Capitalise (big asset)
Expense now Expense now (small)
Value —
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Does it last beyond a year?

the question

capitalise it

No -> it is a cost

expense it now

<
I Yes -> it is an asset

Get this wrong

profit is distorted

SAME $1,350K, DIFFERENT TREATMENT ($000)
$1350K

$270K
If If capitalised
expensed now (yr1)

COST OR ASSET?

Used up within a year -- expense now
Lasts years -- goes on the balance sheet

Spreads a capital cost over its useful life

THE CAPITALISE TEST

Ve Does it last beyond one year?
Is it a meaningful amount?

If yes to both -> capitalise it

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel approved spending without considering whether it was an operating
cost or a capital investment -- and sometimes Sarah classified the same item differently in different
periods.
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After this chapter, Daniel makes three specific changes:

Does this create value for more than twelve months? If yes, he treats it as CapEx and ensures
it goes through the proper capital approval process rather than being buried in operational
expenses.

Capital spending is not an operating expense -- it is an investment in future capacity. Mixing it
with operating costs distorts both the Profit Report and the Cash Flow Statement.

When Suraj says Brightline's EBITDA is $1,980,000 Daniel knows to add back the $270,000
depreciation to get there. Non-cash costs reduce accounting profit but not cash generation.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. In the last twelve months, what were your three largest capital expenditures? Are they all

correctly on the Balance Sheet as fixed assets -- or did any of them get expensed directly to
the Profit Report?

2. What is your current annual depreciation charge? Do you understand what assets it
relates to? As your Net Block declines without new CapEx, your future depreciation will
decrease -- but so will your productive asset base.

3. Do you have any spending items that are currently treated as OpEx but could legitimately
be CapEx? Misclassifying CapEx as OpEx understates profit in the current year and
understates the value of the asset base.

SURAJ SAYS

SURAJ SAYS
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Daniel, the OpEx versus CapEx distinction is not accounting pedantry -- it changes how your
business looks to every stakeholder who reads your numbers. A banker assessing your loan
application sees your net fixed assets and uses them to assess your collateral and your
capacity. An investor values your business partly on the quality of your asset base. And you

yourself make better investment decisions when you know that a $253,125 machine is a

$31,641 annual cost -- not a $253,125 hit. Get this classification right and your financial

Statements become a far more accurate picture of economic reality.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

The distinction between operating expense and capital expenditure determines whether spending
hits the Profit Report now or gradually over the asset's useful life. It affects profit in the current
period, the value of the Balance Sheet, and the cash flow statement's investing section.

Brightline's $270,000 annual depreciation charge is the accumulated impact of every capital
investment made in previous years, being recognised gradually in the Profit Report. It reduces
profit without consuming cash -- which is why understanding it is essential to understanding OCF.

Chapters 1 through 7 have covered the theory. Chapter 8 shows how all three reports connect
through one transaction -- the diagram that makes the entire financial system visible in a single
picture.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

OpEx (Operating Expense): costs consumed within the period -- hit the Profit Report
immediately.

CapEx (Capital Expenditure): spending on assets used for more than twelve months --
goes to the Balance Sheet.

The useful-life test: if value is created for more than one year, it is CapEx. If consumed
within the period, it is OpEx.

CapEx goes to Gross Block on the Balance Sheet. Accumulated depreciation is charged
against it annually.

Depreciation is non-cash: it reduces accounting profit but does not reduce cash. Add it
back for OCF.
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Straight-line depreciation: original cost divided by useful life = equal annual charge each
year.

CWIP: CapEx spent on assets not yet complete or commissioned. No depreciation until
ready for use.

Software subscriptions (SaaS) are typically OpEx -- consumed monthly, no ownership of
asset.

Misclassifying CapEx as OpEx understates profit (takes too much cost now) and
understates the Balance Sheet.

Brightline's annual depreciation: $270,000. Added back to Net Profit to calculate EBITDA
($1,710K + $270K = $1,980K).

NOW YOUR TURN -- TEST YOURSELF

Q1. A machine lasting five years -- cost or asset?
Q2. Where does an operating cost appear?

Q3. What spreads a capital cost over its life?

Check yourself: 1. Asset -- capitalise it 2. On the P&L,, now 3..Depreciation

How All Three Reports Connect -- One Transaction, Three

Documents

The Complete Map: Where Every Number Goes and Why

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

66



FINANCE FOR BUSINESS OWNERS Ch 8 | How All Three Reports Connect -- One T

FINANCE FOR BUSINESS OWNERS | BOOK 1 OF 4

How All Three Reports Connect -- One
Transaction, Three Documents

The Complete Map: Where Every Number Goes and Why

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

One sale. Daniel had assumed it showed up in one place. When the same $27,000 appeared to
change three different reports, he was certain someone had made a mistake. No one had. He was
the one who had misunderstood his own business.

Suraj arrived at Brightline with a large sheet of paper and three different coloured pens.

He cleared one end of the conference table and spread the paper flat. Then he put the Profit
Report, the Balance Sheet, and the Cash Flow Statement side by side beside it.

We have spent seven chapters learning what each report shows. Today we trace one
transaction through all three -- in real time. By the end of this session, you will see the complete
financial system as one connected picture.

Daniel had asked Lisa to join. She had been tracking units and production outputs for eight years.
She had never seen how those units appeared in the financial reports.

Good that you're here. After today, when you tell me how much inventory we have in the
warehouse, you will understand exactly where that number shows up -- and why it affects three
different reports simultaneously.

We are going to trace one transaction. A $1,012,500 order from RetailMax. From the moment
Marcus signs the contract to the moment the cash arrives in our bank account.
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WHAT THIS CHAPTER COVERS

-> Step 1: Marcus signs the contract -- what changes and what does not

-> Step 2: Production begins -- inventory movement through the three reports
-> Step 3: Goods are shipped and delivered -- revenue is recognised

-> Step 4: Invoice is raised -- the Balance Sheet entry

-> Step 5: Cash is collected -- the Cash Flow Statement entry

-> The complete map: one number, five moments, three documents

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:
* Trace a single transaction through all three financial reports from start to finish
* ldentify at which point each report is affected and what change occurs

* Understand why the same transaction creates different entries at different times

* See the relationship between Revenue (Profit Report), Receivables (Balance Sheet), and
Collections (Cash Flow)

* Build a mental model of the three reports as one connected system

THE ONE QUESTION

How does a single $1,012,500 order travel through all three financial
reports from the moment it is signed to the moment the cash
arrives?

THE SIMPLE TRUTH

The three financial reports are not three separate documents that happen to cover the same
business. They are three lenses on the same underlying economic reality -- and every transaction
flows through all three, just at different moments and in different forms.

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

68



FINANCE FOR BUSINESS OWNERS Ch 8 | How All Three Reports Connect -- One T

Understanding this connection is what separates a business owner who reads financial statements
from one who truly understands them. When Daniel sees a number in the Profit Report, he will now
ask: where does this appear in the Balance Sheet? When the cash comes in, how does it appear in
the Cash Flow Statement?

The journey of a single transaction illustrates five distinct moments. Each moment affects at least
one -- and sometimes all three -- of the reports. Tracing these moments reveals why the reports tell
different stories, why profit and cash differ, and why the Balance Sheet changes from month to
month even when nothing seems to have happened.

SURAJ AT BRIGHTLINE

Step one. March 29th. Marcus signs the contract with RetailMax. $1,012,500 order, delivery
April 8th, payment due June 8th (60 days from delivery). What changes in the financial reports
right now? Nothing. A contract signature is not an accounting entry. Nothing in the Profit
Report, nothing in the Balance Sheet, nothing in the Cash Flow Statement. The commitment
exists -- the financial reality has not yet changed.

Step two. Production begins. Brightline pulls $382,500 of raw material from the warehouse to
manufacture the order. What changes? On the Balance Sheet: Raw Material decreases by
$382,500. Work-in-Progress increases by $382,500. The total inventory value stays the same
-- it has just moved from one category to another. Profit Report: unchanged. Cash Flow:
unchanged. The inventory is moving, not the money.

Goods are finished. WIP decreases by $461,250 (production cost including labour). Finished
Goods increases by $461,250. Again, total inventory the same. Categories shifted.

Step three. April 8th. Goods are delivered to RetailMax's warehouse. Title passes to RetailMax.
This is the moment revenue is recognised. Profit Report: Revenue increases by $1,012,500.
COGS increases by $461,250 (the cost of making those goods). Gross Profit increases by
$551,250. Balance Sheet: Finished Goods decreases by $461,250 (those goods left the
warehouse). Trade Receivables increases by $1,012,500 (RetailMax now owes Brightline).
Cash Flow Statement: unchanged -- no cash has moved.

Step four. April 8th. Sarah raises the invoice to RetailMax. What changes? Nothing additional.
The invoice is confirmation of the delivery -- the accounting entry happened at delivery, not at
invoicing. The Receivable of $1,012,500 is already on the Balance Sheet.

Step five. June 8th. RetailMax pays $1,012,500. What changes? Balance Sheet: Trade
Receivables decreases by $1,012,500 (the debt is cleared). Cash increases by $1,012,500.
Profit Report: unchanged -- the revenue was already recognised in April. Cash Flow Statement:
Collections from customers increases by $1,012,500. This is where the Cash Flow Statement
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picks up the transaction.

He put down the pen.

One transaction. Five moments. Every number in a different place at a different time. And that
is why the Profit Report, the Balance Sheet, and the Cash Flow Statement tell three different
stories about the same business -- because they each capture the transaction at a different
point in its journey.

THE VISUAL -- ONE TRANSACTION -- THREE REPORTS, FIVE MOMENTS

The $1,012,500 RetailMax order traced through all three financial reports from contract signing to
cash collection.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A IF YOUR THREE REPORTS DON'T TIE, ONE OF THEM IS LYING.

WHAT THIS MEANS FOR YOU

Every transaction touches all three reports. When they agree, you can trust your numbers. When they
don't, you're steering on bad data.

WHY THIS MATTERS NOW ”E ﬁm
L

Decisions made on reports that don't reconcile are decisions made on fiction -- and they cost real money.

4 OWNER DECISION

Insist your three statements reconcile every month. It is the cheapest error-and-fraud check you will ever
own.

Ask your accountant to show the three reports tying together. If they can't, that is where to dig.

MOMENT DATE PROFIT REPORT BALANCE CASH FLOW
SHEET

1. Contract March 29  No change No change No change

signed
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MOMENT PROFIT REPORT BALANCE CASH FLOW
SHEET
2. Production April 1-7 No change No change
begins
3. Goods April 8 Revenue No change
delivered +$1,012K COGS
+$461K Gross
Profit +$551K
4. Invoice April 8 No change No change No change
raised (already
recorded)
5. Cash June 8 No change Receivables Collections +$1,012K
collected (revenue already -$1,012K Cash
booked) +$1,012K
DASHBOARD & DECISIO
| |
One Sale P&L - Balance Sheet Cash Flow
$27,000 order +revenue, +profit +receivable, +equity cash when paid
ONE TRANSACTION, THREE REPORTS
Sale made

Cash Flow:
cash later

Balance Sheet:
asset
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On the P&L; On the Cash Flow

* Revenue +$27,000 * Receivable +$27,000 * No cash yet
* Profit rises * Equity rises * Until they pay
* Immediately » Immediately * Later

Make a sale on credit

one event

P&L shows the profit

earned now

'

Balance Sheet shows the debtor

!

owed now

Cash Flow shows nothing yet

paid later

THEY ALWAYS TIE ONE TRUTH IF THEY DISAGREE

3 reports 1 transaction  error

ONE SALE, THREE REPORTS

Revenue and profit rise immediately
A receivable (and equity) rises

Nothing until the customer pays

TRANSACTION TRACE -- $27,000 CREDIT SALE B TEMPLATE

Report Line moved Amount

P&L; Revenue +$27,000
Balance Sheet Receivables +$27,000
Cash Flow Cash $0 (until paid)

Jf Every transaction touches all three reports -- and they must always tie.

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel saw the three reports as three separate documents with numbers that
sometimes matched and sometimes contradicted each other confusingly.
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After this chapter, Daniel makes three specific changes:

Revenue recognised in April becomes a Receivable in April. When the cash arrives in June, it
clears the Receivable. Following this chain is now instinctive.

Every transaction at Brightline moves something -- from one asset to another, or from liability
to asset. The Balance Sheet is not static; it is the running total of every transaction ever made.

If revenue in the Profit Report grew by $2,250,000 but receivables in the Balance Sheet only
grew by $112,500 the cash must have been collected quickly. If receivables grew by
$2,137,500 the cash is still outstanding. The three reports confirm each other.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Choose one significant transaction from last month in your business. At what moment was

it recorded as revenue in your Profit Report? When did the cash arrive? How long was the

gap between the two?

2. Look at your current Trade Receivables balance. Can you trace each major receivable
back to the revenue that created it? Do you know when each is expected to convert to cash?

3. When your Finished Goods inventory decreases, where does that movement appear in
the financial reports? Can you trace the journey from warehouse shelf to Profit Report cost to
Cash Flow collection?

SURAJ SAYS

SURAJ SAYS
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Lisa, you manage inventory with precision -- units in, units out, location, aging. Daniel, you
manage the business with instinct and experience. What changes now is that you both speak
the same language. When Lisa tells you Finished Goods increased by $225,000 this month,
you will know without asking that COGS will be higher when those goods sell, that the

Balance Sheet has $225,000 more in current assets, and that $225,000 in cash was spent

making those goods -- cash that is temporarily frozen in the warehouse. That is the
connection. That is what reading financial statements actually means.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Every transaction in a business flows through all three financial reports -- at different moments, in
different forms, but always consistently. Revenue recognised today is a Receivable on the Balance
Sheet today and a Collection in the Cash Flow Statement when the cash arrives.

Understanding this journey is what makes financial statements useful rather than confusing. A
number in isolation is just a number. A number traced through the system is a story -- about how
Brightline earns money, how it holds it temporarily in various forms, and how it eventually converts
it to cash.

Part 1 is complete. You understand all three reports. Chapter 9 begins Part 2: Gross Profit -- the
engine that funds everything Brightline does.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

A contract signature creates no accounting entry -- it is a commitment, not a financial
event.

Inventory moving from Raw Material to WIP to Finished Goods changes Balance Sheet
categories but not total inventory value or profit.

Revenue is recognised on delivery -- not on contract signing, not on invoicing, not on
payment.

At delivery: Revenue appears in Profit Report, Receivable appears in Balance Sheet,
COGS and Gross Profit move.

At cash collection: Receivable reduces, Cash increases in Balance Sheet, Collection
appears in Cash Flow Statement.

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com



FINANCE FOR BUSINESS OWNERS Ch 8 | How All Three Reports Connect -- One T

The Profit Report captures the transaction at delivery. The Cash Flow Statement
captures it at collection.

The gap between delivery and collection is the DSO gap -- the source of cash timing
differences.

The three reports cross-check each other: a revenue increase must create either a
receivable or a cash inflow.

Every number in the financial statements can be traced to a real transaction at a real
moment in time.

Reading the three reports together as a connected system -- not three separate
documents -- is what financial literacy actually means.

NOW YOUR TURN -- TEST YOURSELF

Q1. A credit sale raises which P&L; line?
Q2. ...and which balance sheet line?

Q3. Does cash move on the day of a credit sale?

Check yourself: 1. Revenue 2. Receivables 3. No - later

Gross Profit -- The Number That Determines Everything Else

Why Gross Margin Is the Most Important Line on the Profit Report
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FINANCE FOR BUSINESS OWNERS | BOOK 1 OF 4

Gross Profit -- The Number That
Determines Everything Else

Why Gross Margin Is the Most Important Line on the Profit Report

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Sales were up nine percent. So why did the bottom line look thinner than last year? Daniel scrolled
the numbers twice and felt the first real crack run through his confidence.

Marcus had just returned from a trade conference. He was excited.

| was talking to three other distributors. Same size as us. All of them are running 28, 29 percent
gross margins. We are at 37. We are crushing it.

Daniel brought this to Suraj's next session. Suraj listened, then asked a question.

What type of products were those distributors selling? What was their customer mix? What
were their payment terms? What was their return rate?

Marcus had not asked any of those questions.

Gross margin comparisons only make sense within the same business model. A 37% margin at
Brightline with manufacturing might be weak. A 28% margin at a pure distributor might be
excellent. Context is everything. But the underlying principle is the same for every business:
gross margin is the ceiling. Everything else lives beneath it.

WHAT THIS CHAPTER COVERS
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-> What gross profit is and why it is the most important line on any Profit Report
-> Gross margin by business type: manufacturing, distribution, service

-> The five drivers of gross margin: price, volume, cost, mix, and returns

-> How a 1% change in gross margin flows through the entire Profit Report

-> Customer P&L;: why two customers with the same revenue may have very different gross
margins

-> The gross margin improvement actions available to Brightline right now

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:
* Calculate and interpret gross margin for any business
* Explain the five drivers of gross margin change

* Understand why gross margin differs by business type and customer mix

* Calculate the full Profit Report impact of a 1% gross margin improvement

* ldentify the three most actionable levers for improving Brightline's gross margin

THE ONE QUESTION

What creates gross margin -- and what happens to the entire
business when it changes by even 1%?

THE SIMPLE TRUTH

Gross Profit is Revenue minus Cost of Goods Sold. Gross Margin is Gross Profit expressed as a
percentage of Revenue. It answers: of every dollar sold, how much survives after covering the cost
of making or delivering the product?

Gross margin varies dramatically by business model. A service business (consulting, software,
professional services) typically has gross margins of 50-80%, because there is no physical product
and the cost is primarily labour. A manufacturer like Brightline typically earns 30-45%. A distributor
(buys and resells without manufacturing) typically earns 15-30%. Retail: 25-50% depending on
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category. Compare within the right category.

Five things drive gross margin: Price (what you charge per unit). Volume (how many you sell --
volume discounts affect both price and COGS). Cost (what it costs to make or acquire the product
-- raw materials, direct labour, freight). Mix (which products and customers make up the revenue --
different products have different margins). Returns (returned goods reduce revenue and may
create waste costs).

The most important insight about gross margin: it is a multiplier. A 1% improvement in gross
margin on $18M of revenue adds $180,000 to gross profit -- which flows directly to the bottom line
(assuming operating costs stay fixed). That is $180,000 of additional net profit from better buying,
better pricing, or better mix -- without a single additional sale.

SURAJ AT BRIGHTLINE

Brightline's gross margin: 37%. On $18,000,000 of net sales, that is $6,660,000 in gross profit.
Let me show you what the five drivers look like at Brightline specifically.

Price: Brightline has given RetailMax a 12% trade discount on the standard price list. That
discount alone reduces gross margin on RetailMax sales by roughly 8 percentage points.
RetailMax is Brightline's biggest customer at 32% of revenue -- but its effective gross margin
contribution is around 29%, not 37%.

Volume: Brightline buys $11.03M of materials annually from three suppliers. At that volume, it
qualifies for a 4% prompt-payment discount with the main supplier. If Brightline extended
payment terms instead of taking the discount, it would lose $441,000 in margin annually. The
payment terms decision is a margin decision.

Cost: One raw material input -- a chemical compound -- has increased 14% in the last year.
Brightline has not adjusted its selling price. The margin on products using that compound has
compressed by approximately 5 percentage points. No one flagged this because the COGS
total still looked similar.

Mix: Three product lines. Line A: 40% gross margin. Line B: 35%. Line C: 28%. Revenue mix
has shifted toward Line C over the last twelve months because Marcus's sales incentives
rewarded volume, not margin. Blended gross margin has compressed from 38.5% to 37% -- a
1.5-point drop that cost Brightline $270,000 in gross profit this year. Nobody noticed because
total revenue grew.

Returns: 2.1% of gross sales were returned, mostly Line C products with quality issues.
Returns erode both revenue and gross margin. Fixing the Line C quality problem is a gross
margin improvement action, not just an operations issue.
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THE VISUAL -- GROSS MARGIN ANALYSIS -- BRIGHTLINE PRODUCTS

Brightline's gross margin by product line, customer, and driver. The full picture of where margin is
made and where it leaks.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A SELLING MORE CAN MAKE YOU POORER.

Brightline's margin slipped from 38.5% to 37% on mix shift alone -- a $270K hit that nobody actually
decided to take.

IF: Gross margin slips 3 points (37% -> 34%)

THEN THIS HAPPENS BEFORE AFTER

Gross profit $6,660K $6,120K

EBITDA $1,980K $1,440K

Operating profit $1,710K $1,170K

Cash generated $129K -$411K

Runway comfortable < 4 months
-_— .

4 OWNER DECISION : -
REAL TIME IW'STE BETTER STEYRONGER

Reward your sales team on gross-profit dollars, not revenue. Revenue can be bought with discounts;
margin has to be earned.

Calculate gross margin by product line. Push the high-margin lines; put the low-margin ones on notice.

ANALYSIS DIMENSION GROSS REVENUE NOTES

MARGIN MIX

By Product Line

Line A products 40% 35% of Highest margin -- premium range
revenue
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ANALYSIS DIMENSION GROSS REVENUE NOTES
MARGIN MIX
Line B products 40% of Core range -- solid margin
revenue
Line C products 28% 25% of Entry range -- growing, margin eroding
revenue
Blended average 100% Down 1.5pp from 38.5% last year

By Customer

RetailMax (largest) 29% 32% of 12% trade discount compresses margin
revenue

Mid-market accounts (10 39% 48% of Better terms, higher effective margin

customers) revenue

Small independents (18 42% 20% of No trade deals -- best margin

customers) revenue

1% Gross Margin Impact

1pp GM improvement on +$180,000 Flows directly to net profit (fixed OpEx)
$18M revenue to gross

profit
If blended GM restored to +$270,000 From mix shift alone -- no new sales needed
38.5% additional

profit

DASHBOARD & DECISION VIEW
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GROSS PROFIT ($000)
$18000K -$11340K
$6660K
Revenue Go%?jsst g;l d Gross Profit
GROSS MARGIN COGS % OF SALES GROSS PROFIT

37% 63% $6.64M

REVENUE SPLIT

Bl COGS 63%
B Gross Profit 37%

IF GROSS MARGIN FALLS JUST 1 POINT

METRIC BASE AFTER IMPACT
Gross margin 37% 36% -1 pt
Gross profit $6,660K $6,480K -$180K
That equals -- $180K/year gone

GROSS MARGIN VS BENCHMARK

Brightline 37%

Industry average 35%

Best in class | 42%
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GROSS MARGIN BY PRODUCT B TEMPLATE

Product Revenue COGS GM %
Line A $5,400K $3,240K 40%
Line B $5,760K $3,746K 35%
Line C $3,600K $2,593K 28%
Blended $18,000K $11,340K 37%

J Mix matters: selling more low-margin lines drags the blended margin down.

MARGIN TERMS

Gross profit divided by revenue
Weighted average across all products

Change in which products you sell most

THE SHIFT -- WHAT DAN FFERENTLY NOW

Before this chapter, Daniel knew gross margin as a single blended number: 37%. He celebrated it.
He had no idea it was 29% on his biggest customer.

After this chapter, Daniel makes three specific changes:

yyqproduct line and custom
Not just the blended number. The blended number is the average of all the stories underneath.
It is the disaggregated view -- by product and by customer -- that reveals where margin is
made and where it leaks.

A 28% gross margin on a product with a 2.1% return rate may be negative in real terms after
return handling costs. He commissions a full Line C profitability review.

Sales incentives now reward margin dollars, not revenue dollars. Marcus can sell whatever
volume he wants -- but the bonus tracks whether gross profit grew, not whether revenue did.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:
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1. What is your overall gross margin percentage? Now do you know your gross margin by
product line or service category? If the blended number is 35%, some lines are likely above
40% and some may be below 20%.

2. What is the gross margin on your largest customer? Include trade discounts, freight, credit

risk, and returns in your estimate. Is the largest customer also the most profitable one?

3. If your gross margin improved by 1 percentage point, how much additional profit would
that generate? At your current revenue level, what specific action -- price, cost, or mix --
would create that 1-point improvement?

SURAJ SAYS

SURAJ SAYS

Daniel, you have been managing revenue growth and watching the bottom line. The gross
margin line in the middle is where the real work happens. Three businesses with $18M
revenue can have $1,012,500 difference in net profit from gross margin alone. The 35%
business, the 37% business, and the 40% business look identical from the outside. The
difference is internal discipline: pricing discipline, buying discipline, and mix discipline. You
currently have 37%. You could have 38.5% -- and you would not need to sell a single

additional unit to get there.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Gross Profit is the ceiling. Every cost that follows -- salaries, rent, interest, tax -- must be paid from
the gross profit generated by each sale. A business that generates 37 cents of gross profit per
dollar sold has 37 cents to cover everything else. A business at 28 cents is playing a different game
entirely.

Brightline's gross margin has quietly compressed from 38.5% to 37% over twelve months, costing
$270,000 in profit. The cause was a mix shift toward lower-margin products -- invisible at the
blended level but obvious at the line level.

Gross margin management is the highest-leverage financial discipline in any product business.
Chapter 10 covers the next layer down: the split between fixed and variable costs, and the
break-even point that tells you the minimum Brightline must sell to cover everything.
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CHAPTER RECAP -- 10 THINGS TO REMEMBER

Gross Margin = Gross Profit / Net Sales x 100. It answers: of every dollar sold, how
much survives after the cost of the product?

Gross margin varies by business model: Services 50-80%, Manufacturing 30-45%,
Distribution 15-30%.

Five drivers of gross margin: Price, Volume, Cost, Mix, and Returns.
A 1% gross margin improvement flows directly to net profit if operating costs stay fixed.
At Brightline: 1pp improvement on $18M revenue = $180,000 additional annual profit.

Always disaggregate gross margin by product line and customer -- the blended number
hides the real story.

Brightline's gross margin: 40% on Line A, 35% on Line B, 28% on Line C, 29% on
RetailMax.

Mix shift toward lower-margin products compressed Brightline's blended GM from 38.5%
to 37% -- a $270,000 profit impact.

Sales incentives should reward gross profit dollars, not revenue dollars.

Returns reduce both revenue and gross margin -- they are a margin management issue,
not just an operations issue.

NOW YOUR TURN -- TEST YOURSELF

Q1. What was Brightline's gross margin?
Q2. A 1-point margin drop on $18M costs how much?

Q3. COGS was what percent of sales?

Check yourself: 1. 37% 2. $180,000 a year 3. 63%

Fixed Costs, Variable Costs, and Break-Even
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Understanding Which Costs Move With Sales -- and Which Stay Put
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FINANCE FOR BUSINESS OWNERS | BOOK 1 OF 4

Fixed Costs, Variable Costs, and
Break-Even

Understanding Which Costs Move With Sales -- and Which Stay Put

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

A customer wanted fifteen percent more volume at a lower price. Marcus wanted to say yes. Daniel
said yes too -- before anyone in the room had worked out whether the extra volume actually made
a single dollar.

Daniel had a decision to make. A major retailer had offered to double their order volume --
but only if Brightline reduced its price by 8%.

Marcus wanted to take it. More volume. More revenue. More market share.
Sarah had run the numbers. Net margin would drop from 4.5% to 1.8%.
Neither answer felt satisfying. Daniel called Suraj.

Send me your cost structure. | need to know which of your costs are fixed and which move with
volume. Then we can tell you whether that 8% discount actually makes sense at higher volume
-- or whether it destroys margin even as revenue grows.

Suraj arrived the next morning with Brightline's cost data organised into two columns: costs that
moved with volume, and costs that did not.

This framework -- fixed versus variable costs -- is the foundation of every pricing decision,
every expansion decision, and every financial model. Let us build it for Brightline.
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WHAT THIS CHAPTER COVERS

-> Variable costs: costs that rise and fall directly with sales volume

-> Fixed costs: costs that stay flat regardless of what is sold

-> Semi-variable costs: a third category most businesses have

-> Contribution margin: what each unit contributes after variable costs

-> Break-even revenue: the exact point where Brightline stops losing money

-> Operating leverage: why profit grows faster than revenue above break-even

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Classify Brightline's costs as fixed, variable, or semi-variable

* Calculate contribution margin -- per unit and as a percentage

* Calculate break-even revenue using the contribution margin ratio

* Explain operating leverage and why it matters for growth decisions

* Apply the break-even framework to a real pricing decision at Brightline

THE ONE QUESTION

Which of Brightline's costs change when sales change -- and at
what revenue does the business stop losing money?

THE SIMPLE TRUTH

Variable costs move directly with sales volume. If Brightline sells twice as many units, variable
costs roughly double. The primary variable costs in a product business are: raw materials, direct
labour (hourly production workers), direct freight, and any commission paid on sales. These costs
are proportional -- as revenue rises, so do these costs.

Fixed costs do not change with volume -- within a relevant range. Brightline's rent, management
salaries, insurance, and loan repayments are the same whether the factory runs at 60% or 100%
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capacity. These costs exist regardless of revenue.

Semi-variable costs have a fixed base and a variable component. Electricity: there is a base
monthly connection cost (fixed) plus a usage charge that rises with production (variable). Some
salaries are fixed; overtime is variable.

Contribution Margin = Revenue minus Variable Costs. It answers: after covering the variable cost
of making and selling the product, how much does each sale contribute toward covering fixed costs
-- and eventually generating profit? Contribution Margin Ratio = Contribution Margin / Revenue.

Break-Even Revenue = Fixed Costs / Contribution Margin Ratio. This is the exact revenue level at
which Brightline covers all costs and generates zero profit. Below it: losses. Above it: every
additional dollar of contribution margin becomes profit -- because fixed costs are already covered.

SURAJ AT BRIGHTLINE

Let me map Brightline's costs. Variable costs: raw materials and components, $8,550,000.
Direct labour on the production line, $1,012,500. Direct freight for customer deliveries,
$540,000. Sales commission (3% of revenue), $540,000. Total variable costs: $10,642,500.
Variable cost ratio: 59% of net revenue.

That means Brightline's contribution margin is 41%. For every dollar of net revenue, 41 cents
goes toward covering fixed costs. Not the same as gross margin -- contribution margin strips
out all variable costs, including some that appear in OpEx rather than COGS.

Fixed costs: management and administration salaries, $1,935,000. Rent and property costs,
$832,500. Insurance and professional fees, $270,000. Depreciation, $270,000. Loan interest,
$528,750. Total fixed costs: $3,836,250.

Break-even revenue: Fixed Costs divided by Contribution Margin Ratio. $3,836,250 divided by
0.41 = $9,354,375. That is the revenue level at which Brightline breaks even. They are
currently at $18M -- well above break-even. Every dollar of revenue above $9,354,375
contributes 41 cents to profit.

Now the 8% discount decision. At the current price, Brightline's variable cost ratio is 59%. An
8% price reduction does not change variable costs -- it reduces revenue. The new contribution
margin ratio would be: (41% minus 8%) divided by (100% minus 8%) = approximately 36%.
The new break-even rises to $3,836,250 divided by 0.36 = $10,653,750. Brightline must sell
$1,299,375 more revenue just to reach the same profit point. Does the retailer's volume
increase cover that? Marcus thinks it does. The model will tell you whether he is right.

THE VISUAL -- BRIGHTLINE COST STRUCTURE AND BREAK-EVEN
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Brightline's costs mapped by type, with contribution margin and break-even calculations showing

the current position and the discount decision impact.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A MORE VOLUME AT A LOWER PRICE CAN LOSE MONEY ON EVERY
UNIT.

X WHAT DANIEL GOT WRONG

Daniel said yes to 15% more volume at a lower price before anyone checked the contribution margin. It
cleared the factory but not the maths.

WHY THIS MATTERS NOW

Below break-even, every extra sale deepens the loss. Above it, every sale adds 41c of profit. You must
know which side of the line you're on.

 OWNER DECISION ‘ = \_ﬂb\f m "‘_ . r

Never accept a volume-for-price deal without testing it against break-even and contribution margin first.

Work out your break-even revenue and mark how far above it you sit. That distance is your survival

margin.

COST ITEM

ANNUAL

AMOUNT

COST TYPE

% OF REVENUE

VARIABLE COSTS

Raw materials and
components

Direct production labour

Direct freight to customers

Sales commission (3% of
revenue)

Total Variable Costs

$8,550,000

$1,012,500

$540,000

$540,000

$10,642,50
0

Variable

Variable

Variable

Variable
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40.9%

COST ITEM ANNUAL COST TYPE % OF REVENUE
AMOUNT

Contribution Margin $7,357,500

FIXED COSTS

Management and admin $1,935,000
salaries

Rent and property $832,500

Insurance and $270,000
professional fees

Depreciation $270,000
Loan interest $528,750
$3,836,250

NET PROFIT (CM minus $3,521,250
Fixed Costs)

BREAK-EVEN REVENUE

Current break-even (41% $9,354,375
CM ratio)

After 8% price discount $10,653,75
(36% CM ratio) 0

10.8%

4.6%

1.5%

1.5%

2.9%

21.3%

-- (error check)

Brightline is 93% above break-even

Break-even rises $1,299,375

DASHBOARD & DECISION VIEW

IF SALES VOLUME DROPS 15%

METRIC BASE
Revenue $18M
Contribution (41%) $7.37TM
Fixed costs $5.68M
Operating profit $1.69M
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$0.62M -$1.12M
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Still profitable? 9.5% 3.9% thin -- watch
Fixed Costs
* Do not move with sales » Move with each sale
* Rent, salaries, insurance » Materials, freight
- ~$5.68M/year * 59% of revenue
COST BEHAVIOUR ($000)
$10620K
$7380K

$5670K

Variable
costs

Contribution

Fixed costs

HOW FAR ABOVE BREAK-EVEN?

Current revenue vs break-even I,  130%
After a 15% drop " [ F ) 111%

After a 25% drop L0

Each sale earns 41c contribution

!

I Contribution covers fixed costs )

the margin

first job

!

Break-even = fixed / 41%

the line

Above it, 41c -> profit

operating leverage

J

BREAK-EVEN CALCULATOR B TEMPLATE

Input Value Note

Fixed costs $5,670K Do not change with volume
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Contribution margin 41% Price minus variable cost
Break-even revenue $13,832K Fixed / margin
Current revenue $18,000K 30% above break-even

f Break-even = fixed costs / contribution margin %. Every dollar above it adds 41c of profit.

BREAK-EVEN TERMS

Stays the same whatever you sell
Rises with each unit sold

What each sale adds after variable cost

3-SCENARIO VIEW: BREAK-EVEN UNDER PRICE PRESSURE

BREAK-EVEN UNDER PRICE PRESSURE

METRIC BEST CASE BASE CASE WORST CASE
Contribution margin 45% 38% 30%

Break-even revenue $8.0M $9.5M $12.0M

Margin of safety High Thin Below break-even

Assumptions: Price held / 5% discount / 10% discount, fixed cost unchanged.
THE SHIFT -- WHAT DAN FFERENTLY NOW

Before this chapter, Daniel made pricing decisions based on gross margin alone and expansion

decisions based on whether revenue would grow.

After this chapter, Daniel makes three specific changes:

When Marcus proposes a discount, Daniel now asks: what is the contribution margin at the
new price? What break-even does that create? Does the projected volume increase justify the

margin compression?

For the second warehouse proposal, he first calculates the break-even revenue for that
location. Only if conservative revenue projections exceed break-even does the investment

proceed.

Once break-even is covered, each additional dollar of revenue at 41% contribution margin
adds 41 cents of profit. Brightline is running well above break-even -- which means growth is
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highly profitable at the current fixed cost base.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What percentage of your costs are variable (change with revenue) and what percentage

are fixed (stay the same)? Do you know your contribution margin ratio?

2. What is your break-even revenue? At your current variable cost ratio and fixed cost base,
what minimum revenue must you generate to avoid a loss?

3. If your largest customer asked for a 10% price reduction, what would happen to your
break-even? Would the additional volume they promised actually offset the margin
compression?

SURAJ SAYS

SURAJ SAYS

Daniel, the most dangerous decision a founder can make is accepting lower prices in
exchange for higher volume without running the break-even calculation. More revenue at a

lower margin can produce less profit -- or even a loss -- if the additional volume does not

compensate for the contribution margin reduction. | have seen businesses celebrate record

revenue quarters while their net profit declined, because nobody calculated where the

break-even moved after the pricing change. Run the model before you sign the deal.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Fixed and variable costs determine how the business responds to volume changes. Variable costs
rise with revenue. Fixed costs do not. Between them lies the contribution margin -- the rate at
which each sale contributes to covering fixed costs and generating profit.

Break-even revenue is the minimum the business must sell to avoid a loss. Brightline at $18M is
operating well above its $9.34M break-even -- meaning every additional dollar of revenue
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generates significant profit at the current fixed cost base.

Chapter 11 covers depreciation: the fixed cost that reduces profit every year without spending a
single dollar -- and why understanding it is essential to building an accurate picture of Brightline's
financial reality.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Variable costs move proportionally with sales volume: raw materials, direct labour,
commissions, direct freight.

Fixed costs stay constant regardless of volume (within a relevant range): rent,
management salaries, insurance, depreciation.

Contribution Margin = Revenue minus Variable Costs. It funds fixed costs and ultimately
generates profit.

Contribution Margin Ratio = Contribution Margin / Revenue x 100. Brightline: 41%.

Break-Even Revenue = Fixed Costs / Contribution Margin Ratio. Brightline: $3,836K /
0.41 = $9,354,375.

Below break-even: losses. Above break-even: every unit sold contributes 41 cents to
profit.

Operating leverage: above break-even, profit grows faster than revenue because fixed
costs are already covered.

A price discount reduces the contribution margin ratio, which raises the break-even
revenue.

Volume increases must more than offset the break-even increase caused by a price
discount to be worthwhile.

Model the break-even impact before accepting any discount or making any expansion
decision.

NOW YOUR TURN -- TEST YOURSELF

Q1. Contribution equals price minus what?

Q2. Do fixed costs change with sales volume?
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Q3. Break-even equals fixed costs divided by what?

Check yourself: 1. Variable cost 2. No 3. Contribution margin

Depreciation -- The Cost That Never Touches Your Bank Account

Why Non-Cash Charges Matter and How to Handle Them
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Depreciation -- The Cost That Never
Touches Your Bank Account

Why Non-Cash Charges Matter and How to Handle Them

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

The machine was three years old and the accounts said it had 'lost' $810,000 in value. Daniel had
not spent a cent of that this year. He could not understand why his profit had paid for it.

Daniel was reviewing the monthly P&L; with Sarah. He stopped at the depreciation line.

We paid $270,000 in depreciation this year. Can you show me the bank transfer?
Sarah stared at him.

There is no bank transfer. Depreciation is not a cash payment. It is an accounting entry.
Daniel put his pen down.

Then why is it on the Profit Report reducing my profit?

That, Suraj explained when Daniel called, is exactly the right question -- and the answer explains
one of the most important concepts in finance.

WHAT THIS CHAPTER COVERS

-> What depreciation is and why it exists -- the economic rationale

-> How depreciation is calculated: useful life and common methods
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-> Why depreciation reduces profit but does not reduce cash
-> The relationship between Gross Block, Accumulated Depreciation, and Net Block
-> Amortisation: the same concept applied to intangible assets

-> How depreciation appears in three different places across the financial statements

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Explain what depreciation is and why it exists -- without accounting jargon
* Calculate straight-line depreciation for any fixed asset

* Understand why depreciation is added back to calculate operating cash flow

* Trace depreciation through all three financial reports

* Explain what happens when an asset is fully depreciated

THE ONE QUESTION

Why does depreciation reduce profit every year when no money
actually leaves the bank -- and why does it matter?

THE SIMPLE TRUTH

When a business buys a machine for $675,000 it does not expense the entire $675,000 in the year
of purchase. The machine will generate value for eight years. It would be misleading to charge the
full $675,000 against one year's revenue when that revenue will benefit from the machine for eight
years. Depreciation is the mechanism that spreads the cost of the asset across the years of its
useful life.

Straight-line depreciation is the simplest method: original cost divided by useful life in years. A
$675,000 machine with an eight-year life depreciates at $84,375 per year. Every year for eight
years, $84,375 reduces profit -- regardless of whether the machine runs one shift or three.

Why does depreciation matter if no cash leaves the bank? Two reasons. First, it gives you an
accurate picture of the real cost of using an asset in a period -- not just the year you bought it. A
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Profit Report without depreciation would overstate profit in non-purchase years. Second, the
depreciation charge accumulates as Accumulated Depreciation on the Balance Sheet, reducing
Net Block -- signalling that assets are aging and will eventually need replacement.

When calculating Operating Cash Flow, depreciation is added back to net profit. It was deducted to
calculate profit (correctly), but since no cash actually left the bank for it, the cash position was not
affected. Adding it back recovers the non-cash deduction.

SURAJ AT BRIGHTLINE

Brightline's $270,000 annual depreciation. Let me show you where it comes from. Gross Block
on the Balance Sheet: $4,612,500. That is everything Brightline has ever bought -- total original
purchase price. Accumulated Depreciation: $1,755,000. That is the total of every depreciation
charge in every year since each asset was purchased. Net Block: $2,857,500. That is the
current book value.

The $270,000 this year comes from: $675,000 sealing machine bought three years ago,
depreciating at $84,375 per year. $1,800,000 of older equipment across three useful life
categories, generating $160,312 per year collectively. $506,250 vehicle fleet, $25,312 per year.
Total: $270,000.

Now watch where depreciation appears in all three reports. Profit Report: $270,000 in the
OpEx section, reducing operating profit from $1,980,000 (EBITDA) to $1,710,000 (EBIT).
Balance Sheet: Accumulated Depreciation increases by $270,000 reducing Net Block from
$3,127,500 to $2,857,500. Cash Flow Statement: $270,000 added back to Net Profit in the
Operating section, because it reduced profit without reducing cash.

What happens when an asset is fully depreciated? The $675,000 machine after eight years has
Net Block of zero. Accumulated Depreciation equals Gross Block. No more annual charge.
Profit improves by $84,375 per year -- without a single operational change. Some businesses
time major asset purchases to manage P&L; impact. The underlying cash was already spent
years ago.

One more concept: amortisation. Same idea, different asset. Depreciation applies to physical
assets -- machines, vehicles, buildings. Amortisation applies to intangible assets: software
licenses, patents, trademarks, goodwill from an acquisition. A $202,500 software system with a
three-year license: amortised at $67,500 per year. Non-cash charge. Same logic as
depreciation.

THE VISUAL -- BRIGHTLINE DEPRECIATION -- COMPLETE PICTURE
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Where depreciation appears in all three reports, and a breakdown of Brightline's $270,000 annual
charge by asset.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A THE CASH LEFT LONG AGO. THE PROFIT IS STILL PAYING FOR IT.

WHAT THIS MEANS FOR YOU

Depreciation is a real expense on the P&L; but not a cash outflow. Confuse the two and you misjudge both
profit and cash.

4 OWNER DECISION

When you look at cash, add depreciation back. It reduces profit on paper, but your bank account never
feels it.

Separate non-cash expenses from real cash outflows in your monthly review, so neither number fools you.

DEPRECIATION

CONCEPT APPEAR

Annual Depreciation $270,000 Profit Report Reduces EBIT by $270,000 from EBITDA

Charge (OpEx section)

Accumulated $1,755,00 Balance Sheet Reduces

Depreciation 0 (Fixed Assets)

Add-back in OCF +$270,000 Cash Flow Reverses the non-cash deduction -- no
Statement cash left
(Operating)

BREAKDOWN OF

$270,000

Sealing machine $84,375/yr Production Year 3 of 8 -- still $422K Net Block
($675K / 8 years) equipment remaining

Other production $160,312/ Various Mixed useful lives 5-10 years
equipment yr machinery
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Vehicle fleet ($506K / 4 $25,312/yr  Delivery Year 2 of 4 -- $380K Net Block

years) vehicles

When fully Net Block No further P&L; Profit improves by annual charge -- no
depreciated =$0 charge cash change

DASHBOARD & DECISION VIEW

Spread over Charge each Cash impact

Buy asset L
life year now

$1,350K machine 5 years $270K $0

DEPRECIATION SCHEDULE ($000)
$270K $270K $270K $270K $270K

Yr1 Yr2 Yr3 Yr4 Yr5

The Cash Truth The P&L; Truth

+ $1,350K paid on day one + $270K a year for 5 years

+ One big outflow  Matched to use

« Already gone * Smooth

ASSET COST USEFUL LIFE ANNUAL DEPRECIATION CASH THIS YEAR

$1,350K  5yrs $270K $0
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Depreciation is not cash

it already left

matched to the years used

It lowers profit

but not the bank

I It is a P&L expense |

Add it back in cash flow

to see real cash

DEPRECIATION SCHEDULE B TEMPLATE

‘ L

Year Opening Depreciation Closing
1 $1,350K $270K $1,080K
2 $1,080K $270K $810K
3 $810K $270K $540K
4 $540K $270K $270K
5 $270K $270K $0K

f Cash left on day one; the P&L; feels it $270K at a time for five years.

DEPRECIATION TERMS

Years the asset is expected to serve
Cost minus depreciation so far

Reduces profit but not the bank

THE SHIFT -- WHAT DAN

Before this chapter, Daniel treated depreciation as a real cash cost and was confused when the
Cash Flow Statement added it back.

After this chapter, Daniel makes three specific changes:

EBITDA shows operating cash generation before non-cash charges. EBIT shows reported
operating profit after depreciation. Both matter -- for different purposes. He now tracks both
monthly.
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When Net Block drops significantly on an asset, replacement is approaching. He creates a
simple asset replacement schedule: which major assets will reach zero Net Block in the next
three years and what is the expected replacement cost?

When Sarah adds $270,000 back in the Cash Flow Statement, Daniel understands why.
Depreciation was deducted to calculate profit correctly -- but it never reduced cash. The
add-back restores the cash picture.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is your annual depreciation charge? Do you know which specific assets it comes

from and their remaining Net Block? Which assets are within two years of full depreciation?

2. When you calculate your operating profit, do you distinguish EBITDA from EBIT?
Understanding how much of the difference is depreciation tells you how much non-cash
expense your business carries.

3. Has your business made major capital purchases in the last three years? Are those
purchases being depreciated at a rate that reflects their true useful life -- or has someone
chosen a shorter useful life to accelerate the tax deduction?

SURAJ SAYS

SURAJ SAYS

Daniel, depreciation is the accounting system's way of being honest about asset
consumption. Every year the sealing machine runs, it is one year older, one year more worn,
and one year closer to needing replacement. The $84,375 annual charge is not imaginary -- it
is the economic reality of using an asset that will eventually need replacing. The cash was
spent when the machine was bought. The P&L; cost is recognised annually, over the life of

the machine. That is more accurate, not less. When you understand that, EBITDA and EBIT

both make perfect sense.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO
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CONCLUSION

Depreciation reduces profit without reducing cash. It exists to match the cost of an asset to the
years of revenue it generates. Without it, every asset purchase year would show artificially low
profit, and every non-purchase year would show artificially high profit.

Brightline's $270,000 annual depreciation charge reduces EBITDA to EBIT -- the transition
between cash-based operating performance and accounting operating performance. Both numbers
matter, and both appear in the management reporting that Daniel now reviews every month.

Chapter 12 covers the final section of the Profit Report: the journey from Operating Profit to Net
Profit, including interest, tax, and what the net margin actually tells you about the health of the
business.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Depreciation spreads the cost of a fixed asset across its useful life -- it does not
represent a cash payment.

Straight-line depreciation: Original Cost / Useful Life = annual charge.

Depreciation appears in three reports: as an expense in the Profit Report, as
Accumulated Depreciation in the Balance Sheet, and as an add-back in the Cash Flow
Statement.

EBITDA = profit before depreciation. EBIT = profit after depreciation. The difference is
the annual depreciation charge.

Net Block = Gross Block minus Accumulated Depreciation. As Net Block falls, asset age
increases.

When Net Block reaches zero, the asset is fully depreciated. No further P&L; charge.
Profit improves.

Amortisation is the same concept applied to intangible assets: software, patents,
licenses, goodwill.

Adding depreciation back in the Cash Flow Statement OCF section recovers the
non-cash deduction.

A business with high depreciation relative to EBIT may face significant future CapEx as
assets age.
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Plan for asset replacement before Net Block reaches zero -- by then, the asset may
already be impacting production.

NOW YOUR TURN -- TEST YOURSELF

Q1. Is depreciation an outflow of cash?
Q2. A $1,350K asset over 5 years -- annual depreciation?

Q3. Depreciation is added back in which statement?

Check yourself: 1. No 2. $270,000 3. Cash flow

From Operating Profit to Net Profit -- What Changes in Between

Interest, Tax, and the Journey to the Bottom Line
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From Operating Profit to Net Profit -- What
Changes in Between

Interest, Tax, and the Journey to the Bottom Line

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

The business made $1,710,000 from operations. By the time interest and tax had taken their cut,
$815,625 reached Daniel. He had never once noticed how much quietly disappeared between
those two lines.

Two businesses. Same revenue. Same gross margin. Same operating costs.

Business A had $2,812,500 in bank loans. Business B had none.

At the EBIT line, they looked identical. By the time you reached Net Profit, Business A was earning
3.2% net margin. Business B was earning 6.8%.

Same operating business. Completely different returns for the owner. The difference is
financing. And tax. Let us talk about what happens between Operating Profit and the bottom
line -- because it is where the story changes most dramatically.

Suraj put Brightline's Profit Report on the table and circled everything below EBIT.

WHAT THIS CHAPTER COVERS

-> EBIT: why Operating Profit is the cleanest measure of business performance

-> Interest expense: what it represents and how it is determined
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-> Interest Coverage Ratio: the most important leverage metric
-> Profit Before Tax: what changes between EBIT and PBT
-> Tax: how to think about the tax provision without getting into tax law

-> Net Profit and Net Margin: what the bottom line actually tells you

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Explain every line between Operating Profit (EBIT) and Net Profit

* Calculate and interpret the Interest Coverage Ratio

* Understand why EBIT is used for business performance comparisons while Net Profit
reflects financing

* Explain the tax provision and why it may differ from actual cash tax paid

* Assess Brightline's 4.5% net margin in context

THE ONE QUESTION

What happens between Operating Profit and Net Profit -- and which
number is the better measure of how well the business is actually
run?

THE SIMPLE TRUTH

Operating Profit (EBIT) -- Earnings Before Interest and Tax -- is the cleanest measure of business
performance. It shows what the business earns from its core operations, before the impact of how
it is financed (debt or equity) and before tax. Comparing EBIT across businesses with different
capital structures is a fair comparison. Comparing Net Profit across businesses with different debt
levels is not -- because one may have ten times more interest expense than the other.

Interest Expense is the annual cost of the business's debt. It is determined by: total debt
outstanding multiplied by the interest rate. Brightline has $3,375,000 in total debt (term loan plus
OD) at a blended rate of approximately 15.7%, generating $528,750 in annual interest. Interest is a
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fixed cost -- it is payable regardless of whether the business has a good year or a bad one.

Interest Coverage Ratio = EBIT / Interest Expense. This answers: how many times can the
business's operating profit cover its interest obligation? Brightline: $1,710,000 / $528,750 = 3.2x.
Above 3x is considered comfortable. Below 1.5x is a warning signal. Below 1.0x means the
business cannot cover interest from operations -- a serious problem.

The Tax Provision is an estimate of the tax the business owes on its profits for the year. It appears
on the Profit Report as a cost. The actual cash tax payment may be made in a different period --
which is why a small Deferred Tax item can appear on the Balance Sheet. For practical purposes:
assume the tax provision is the tax cost.

SURAJ AT BRIGHTLINE

Brightline's journey from EBIT to Net Profit. EBIT: $1,710,000. This is the operating profit --
what the business earns from running itself, before any financing decisions.

Interest expense: $528,750. This is the annual cost of Brightline's debt. $2,362,500 term loan
at 16%: $378,000. $1,012,500 OD facility at 15%: $151,875. Total: $529,875 -- call it $528,750.
Interest Coverage: $1,710,000 / $528,750 = 3.2x. Comfortable. Daniel should target staying
above 3x. If EBIT drops below $1,586,250 coverage falls below 3x. Something to monitor.

Profit Before Tax: $1,710,000 minus $528,750 = $1,181,250.

Tax: 31% effective rate on $1,181,250 = $366,188. This is the tax provision -- the estimate of
tax owed on this year's profits. Some of this will be paid this year, some next. The deferred tax
on the Balance Sheet tracks the timing difference.

Net Profit: $1,181,250 minus $366,188 = $815,062. Net Margin: $815,062 / $18,000,000 =
4.5%.

Is 4.5% good? It depends. For a manufacturing distributor with significant debt, 4.5% net
margin is acceptable. For a technology business, it would be disappointing. For a grocery
retailer, it would be excellent. The benchmark comparison must be within the right category.
What | can tell you about Brightline specifically: if the term loan is retired in three years, interest
drops by $376,875 annually. Net profit jumps to $1,191,938 -- a 46% improvement without any
operational change. That is the leverage effect working in reverse.

THE VISUAL -- BRIGHTLINE -- EBIT TO NET PROFIT BRIDGE

Every step from Operating Profit to Net Profit, with the formula, the Brightline number, and what
each deduction represents.
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A YOU EARNED $1,710K. YOU KEPT $816K. WHERE DID THE REST GO?

Interest alone ate $529K -- nearly a third of operating profit -- before tax even took its share. Debt is quietly

expensive.

WHY THIS MATTERS NOW

The more you borrow to grow, the more of your operating profit disappears before it ever reaches you.

4 OWNER DECISION

Watch interest as a share of operating profit. Once it passes a quarter, your debt is steering the business,
not you.

Calculate how much of your operating profit goes to interest. Decide honestly whether it's too much.

Operating Profit
(EBIT)

Less: Interest
Expense

Profit Before Tax
(PBT)

Less: Tax Provision

(31%)

NET PROFIT

SENSITIVITY

$1,710,00
0

-$528,750

$1,181,25
0

-$366,188

$815,062

REPRESENTS

Profit from core
operations -- before
financing and tax

Annual cost of
$3,375K debt at
blended 15.7% rate

Operating profit after
paying lenders --
before tax

Estimated tax owed on
this year's profits

What the owner
actually keeps after all
obligations
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Interest Coverage: 3.2x (target: above
3x)

PBT Margin: 6.6%

Effective Tax Rate: 31%

Net Margin: 4.5%
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AMOUNT WHAT IT KEY RATIO
REPRESENTS

If term loan is repaid (3 ~ +$376,875  Net profit rises to Net Margin improves to 6.6%
years) interest ~$1,191,938

saving
If EBIT falls to -$866,250 Interest coverage Near stress threshold
$843,750 from drops to 1.6x

current

DASHBOARD & DECISION VIEW

OPERATING PROFIT TO NET PROFIT ($000)
$1710K -$529K

$1181K -$366K

$816K

Operating Interest Profit

Profit Before Tax Tax Net Profit

WHAT HAPPENS TO OPERATING PROFIT

B interest 31%
Tax 21%
B Net profit kept  48%
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FROM OPERATING TO NET ($000)
$1710K

$529K
$366K

: Less
Op Profit Interest Less Tax

OPERATING PROFIT INTEREST TAX (31%)

$1,710K $529K $366K

Ch 12 | From Operating Profit to Net Profit --

$816K

Net Profit

NET PROFIT

$816K

Operating Profit

what the business earns

less Interest

cost of the debt

less Tax

the government's share

Net Profit

what the owner keeps

BELOW THE LINE B TEMPLATE

‘ L

Step Amount % of Sales
Operating profit $1,710K 9.5%
less Interest -$529K 2.9%
Profit before tax $1,181K 6.6%
less Tax (31%) -$366K 2.0%
Net profit $816K 4.5%

f Interest and tax are real -- they turn a 9.5% operating margin into 4.5% net.

BELOW-THE-LINE TERMS

The cost of the business's debt
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Operating profit minus interest

After interest and tax -- the owner's share

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel focused on Net Profit as the primary measure of performance, without
separating the operating result from the financing cost.

After this chapter, Daniel makes three specific changes:

If EBIT margin is improving, the business is getting better operationally. If EBIT margin is
stable but Net Margin is declining, it is a financing cost problem -- not an operational one. He
tracks both separately.

EBIT divided by the monthly interest charge. If it falls toward 3x, he gets ahead of any debt
restructuring conversation with the bank before the covenant is at risk.

Retiring the term loan three years ahead of schedule saves $376,875 in annual interest. He
models how much free cash flow Brightline needs to generate monthly to accelerate
repayment.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is your current Interest Coverage Ratio? Take your operating profit (EBIT) and divide
by your annual interest expense. Is it above 3x? Below 3x is a warning zone.

2. If you had no debt, what would your net margin be? The difference between that number

and your current net margin is the cost of your current capital structure.

3. Is your net margin improving or declining over the last three years? If declining, is the
cause operational (EBIT is falling) or financial (interest is rising)? The diagnosis determines
the remedy.

SURAJ SAYS
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SURAJ SAYS

Daniel, your 4.5% net margin is not your operational result -- it is your operational result minus
the cost of your financing choices. Your EBIT margin is 9.5%. That is what the business

earns. The difference between 9.5% and 4.5% is interest and tax. You can improve your

operating margin through better pricing and cost discipline. You can improve your financing

cost through debt reduction. Both matter. But they require completely different actions. Never

confuse operational underperformance with financial structure. They have different remedies.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

The journey from EBIT to Net Profit is the story of how the business's operating earnings are
distributed: first to lenders (interest), then to the government (tax), and finally to the owner (net
profit). Each deduction is fixed -- it is payable regardless of whether the business has a good or
bad month.

Brightline's 4.5% net margin on a 9.5% EBIT margin reflects a relatively high debt service cost. As
that debt is retired, the net margin will expand significantly -- making the debt reduction plan one of
the highest-return investments Daniel can make.

Part 2 is complete. You understand gross profit, cost structure, depreciation, and the complete
Profit Report. Chapter 13 begins Part 3 -- the cash cycle: why inventory, receivables, and payables
determine whether Brightline has cash even when profit is healthy.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

EBIT (Operating Profit) = revenue minus all operating costs including depreciation. The
cleanest performance measure.

EBIT is used for cross-business comparisons because it excludes financing decisions.
Net Profit reflects financing.

Interest Expense = total debt outstanding x average interest rate. Fixed cost -- payable
regardless of performance.

Interest Coverage Ratio = EBIT / Interest Expense. Brightline: 3.2x. Target: above 3x.
Below 1.5x: warning zone.
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Profit Before Tax (PBT) = EBIT minus Interest Expense.

Tax Provision = estimated tax on the year's profits. May differ from actual cash tax paid
(timing difference).

Net Profit = PBT minus Tax. Net Margin = Net Profit / Net Sales x 100. Brightline: 4.5%.

Net margin reflects both operational performance and financing structure -- two different
things.

Retiring debt reduces interest expense and directly improves net margin without any
operational improvement.

EBIT margin improving: good operational performance. Net margin declining: check if
financing cost is rising.

NOW YOUR TURN -- TEST YOURSELF

Q1. Operating profit minus interest equals what?
Q2. What was Brightline's net profit?

Q3. What tax rate applied?

Check yourself: 1. Profit before tax 2. $815,062 8. 31%

Inventory -- Three Types of Frozen Cash

Understanding Raw Materials, Work-in-Progress, and Finished Goods
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Inventory -- Three Types of Frozen Cash

Understanding Raw Materials, Work-in-Progress, and Finished Goods

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Lisa had ordered 'to be safe.’ The warehouse was full and the bank was empty, and Daniel finally
saw the link he had missed for years: every spare box on that shelf was cash he could not spend.

Tom Wright gave Daniel the monthly warehouse report: $2,362,500 in inventory. Counted,
labelled, and logged.
Daniel brought the number to Suraj.

Good. Now tell me: how much of that is raw material, how much is half-finished product on the
floor, and how much is completed product waiting to ship?

Daniel did not know. He called Tom. Raw material: $478,125. WIP on the floor: $236,250. Finished
goods ready to ship: $1,648,125.

That split matters more than the total. Let me explain why.

WHAT THIS CHAPTER COVERS

-> Why inventory is called frozen cash -- the working capital connection
-> Raw Materials: inputs at risk
-> Work-in-Progress: the most volatile category

-> Finished Goods: highest risk of obsolescence
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-> How inventory is valued: FIFO vs Weighted Average

-> Days Inventory Outstanding -- the key efficiency metric

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Explain the three inventory categories and what each represents

* Calculate DIO and interpret the result

* Understand why $2,362,500 of inventory is not $2,362,500 of cash

* |dentify financial risks specific to each category

* Apply inventory valuation methods to Brightline's numbers

THE ONE QUESTION

- - — - r—

Why does Brightline's $2,362,500 of inventory require three separate
categories -- and why does each carry a different risk?

THE SIMPLE TRUTH

Inventory is frozen cash. It represents money the business has spent on inputs, production, and
completed products that have not yet converted back into cash through a sale. Until that
conversion happens, it is capital at rest.

Raw Materials are inputs purchased but not yet processed -- chemicals, packaging, base
materials. The risk: if production changes, some inputs may become unusable. Work-in-Progress
(WIP) is inventory in production -- partially assembled, not yet complete. It represents combined
raw material cost plus direct labour applied. WIP is the hardest to sell if production is interrupted.

Finished Goods are completed products ready to sell. This is the category most at risk of
obsolescence. At $1,648,125 Brightline's finished goods are 70% of total inventory -- and the
category requiring the closest attention.

Inventory is valued at cost. FIFO (First In, First Out) assumes oldest stock is sold first. Weighted
Average Cost divides total cost by total units for an average unit cost. Days Inventory
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Outstanding (DIO) = Inventory / (COGS / 365). It shows how many days on average inventory sits
before being sold.

SURAJ AT BRIGHTLINE

Raw Material: $478,125. Roughly 2.5 weeks of production inputs. Limited risk -- if a batch is
unused, Brightline can often redirect or return it. Main concern: not too much (frozen cash), not
too little (production stops).

WIP: $236,250. Lowest risk because Brightline's production cycles are three to five days. Low
WIP relative to throughput is healthy. If WIP grows while Finished Goods stays flat, something
is slowing production.

Finished Goods: $1,648,125. This is where | spend most of my attention. At $1,648,125 against
$11,340,000 of COGS, Brightline holds approximately 53 days of finished goods inventory. Is
53 days too high? At a 7-day order-to-delivery cycle, 53 days suggests significant slow or dead
stock in the mix.

DIO calculation: $2,362,500 / ($11,340,000 / 365) = 76 days. For every product Brightline
makes, it takes 76 days on average before the goods exit the building as a sale. The target
should be 60 days -- which would free $489,375 in cash permanently.

THE VISUAL -- BRIGHTLINE INVENTORY -- THREE CATEGORIES

The $2,362,500 inventory split, the associated risk of each category, and the DIO calculation
showing the improvement opportunity.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A YOUR WAREHOUSE IS FULL OF FROZEN CASH.

$2,362K of Brightline's cash is locked in stock -- $1,648K of it in finished goods still waiting to sell.

X WHAT DANIEL GOT WRONG

Lisa over-ordered 'to be safe.' Safe against stockouts, dangerous for cash. The shelves filled as the bank
account emptied.
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Treat inventory as cash sitting on a shelf. Hold enough to serve customers -- and not a single box more.

Measure inventory in days of cash, not just units. Set a target level and hold the line on it.

CATEGORY

Raw Materials $478,12 20%

Work-in-Progr $236,25 10%

ess 0
Finished $1,648, 70%
Goods 125

$2,362, 100%
500

~17 days

3-5 days

53 days

76 days
DIO

KEY RISK

Spoilage / unused batch if production changes

Production interruption leaves it incomplete

Obsolescence -- age monitoring critical

Target 60 days -- frees $489,375 cash

standing (DIO)

DIO = Inventory / (COGS / 365)

DIO = $2,362,500 / ($11,340,000 / 365) = $2,362,500 / $31,067

DASHBOARD & DECISIO

RAW MATERIALS

$478K

WORK IN PROGRESS

$236K

FINISHED GOODS TOTAL INVENTORY

$1,648K $2,362K
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INVENTORY COMPOSITION

B Finished Goods 70%
Raw Materials 20%

Work in Progress  10%

Raw Materials Wl Finished Goods Sold
Progress
$478K $236K $1,648K becomes COGS
FROZEN CASH BY TYPE ($000)
$1648K
$478K
$236K
ol

Raw Mat. WIP Finished

Buy raw materials

cash freezes

cash still frozen

Finish goods

largest frozen pool

I Convert to WIP )

Sell & collect

cash finally thaws

INVENTORY REGISTER B TEMPLATE
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Type Value Turns/yr
Raw materials $478K 8x
Work in progress $236K 12x
Finished goods $1,648K 5x

Total $2,362K 6x

f Inventory is frozen cash. The faster it turns, the less cash you tie up.

Ch 13 | Inventory -- Three Types of Frozen Cas

Status
Healthy
Healthy
Watch

Watch

INVENTORY TERMS

Inputs not yet used
Partly made goods

Ready to sell -- the biggest pool

THE SHIFT -- WHAT DAN

Before this chapter, Daniel saw inventory as one number. He had no view of the split or what each

category's growth meant operationally.

After this chapter, Daniel makes three specific changes:

Raw Material, WIP, and Finished Goods tracked separately. A sudden increase in any one

flags a specific operational issue.

rt

Any item over 90 days old is flagged for review. Over 180 days: candidate for write-down. He

wants to know before the auditor asks.

Tom is given this as a measurable operational target with monthly tracking. Achieving it frees

$489,375 in cash.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is your total inventory value? Do you know how it splits between Raw Materials,

WIP, and Finished Goods?

2. Calculate your DIO. Is it above 60 days? If so, which category is driving the excess?
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3. Do you have Finished Goods inventory that has not moved in more than 90 days? What

percentage of total inventory does it represent?

SURAJ SAYS

SURAJ SAYS

Daniel, the $2,362,500 on the Balance Sheet is not money. It is products. Some will sell and
become cash. Some will sit and quietly decline in value as markets shift and products age.
The difference between those two outcomes is management attention. An inventory you

cannot see clearly -- by category, by age, by movement rate -- is an inventory you cannot

manage. And unmanaged inventory eventually becomes a write-down that nobody planned

for.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Inventory is frozen cash. The three categories -- Raw Materials, WIP, and Finished Goods -- each
have different risk profiles and require different management attention.

Brightline's 76-day DIO means the business holds more than two months of COGS in its
warehouse. Reducing to 60 days would permanently free $489,375 in working capital.

Chapter 14 goes deeper into inventory management: ABC classification, dead stock identification,
reorder points, and the true annual cost of holding inventory beyond its useful time.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Inventory is frozen cash -- money spent on products not yet recovered through a sale.

Three categories: Raw Materials (inputs not yet processed), WIP (in production),
Finished Goods (ready to sell).

Finished Goods at 70% of total inventory carry the highest obsolescence risk.
DIO = Inventory / (COGS / 365). Brightline: 76 days. Target: 60 days.

Reducing DIO by 16 days at Brightline frees $489,375 in working capital.
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FIFO: oldest stock sold first, closing inventory at recent prices. Weighted Average: one
cost rate for all.

A sudden WIP increase signals a production bottleneck. A sudden Finished Goods
increase signals slow sales.

Inventory is valued at cost -- not at selling price. Write-down risk exists when cost
exceeds net realisable value.

Monthly category split reporting gives early warning of cash absorption before it appears
in the bank balance.

The 76-to-60-day DIO improvement is one of the fastest cash improvement actions
available to Brightline right now.

NOW YOUR TURN -- TEST YOURSELF

Q1. What are the three types of inventory?
Q2. Which type was largest for Brightline?

Q3. Inventory is best thought of as what?

Check yourself: 1. Raw materials, WIP, finished goods 2. Finished goods ($1,648K) 3. Frozen cash

Inventory Management -- Fast, Slow, Dead, and Dangerous Stock

ABC Analysis, Reorder Points, and the True Cost of Dead Inventory
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Inventory Management -- Fast, Slow, Dead,
and Dangerous Stock

ABC Analysis, Reorder Points, and the True Cost of Dead Inventory

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

Tom walked Daniel to the back corner of the warehouse -- pallets that had not moved in eight
months. Sixty-eight thousand dollars of stock nobody wanted. Daniel had been borrowing money,
at interest, to keep it sitting there.

Suraj asked Tom for a complete list of every SKU Brightline held -- unit count, cost, and

last movement date.

Tom delivered a spreadsheet with 147 lines. Suraj sorted it three ways: by annual sales value, by
days since last movement, and by total inventory value held. The picture that emerged was not
comfortable.

Tom, your twelve fastest-moving SKUs represent 68% of annual revenue. Your twelve slowest
represent 11% of revenue -- but they occupy 34% of warehouse space and tie up $798,750 in
capital. Three have not moved in over six months.

This is what ABC analysis shows you. And it is the starting point for managing inventory like a
financial asset -- not just like warehouse logistics.

WHAT THIS CHAPTER COVERS

-> ABC analysis: classifying inventory by value contribution
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-> A items: must-never-run-out, tight stock management

-> B items: standard management

-> C items and dead stock: the cash drain hiding in plain sight

-> Reorder Point and Safety Stock: never run out, never over-buy

-> The true annual cost of holding inventory

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* Apply ABC analysis to classify inventory

* Calculate reorder point and safety stock for a high-velocity SKU

* |dentify and quantify dead inventory
* Calculate the true annual cost of holding excess stock

* Design a monthly inventory review process

THE ONE QUESTION

Which of Brightline's 147 SKUs are making money, which are
wasting it, and which are quietly destroying the business?

THE SIMPLE TRUTH

ABC Analysis classifies inventory by contribution to annual revenue. A items -- typically the top
10-20% of SKUs -- generate 70-80% of revenue. They must never run out. B items are mid-tier. C
items are the long tail: many SKUs, little revenue contribution, and often the source of accumulated
dead stock.

Dead stock is inventory that has not moved in 90+ days. It feels harmless individually -- one slow
SKU at $16,875 seems manageable. But 30 slow SKUs at $16,875 each is $506,250 of capital tied
up in stock that generates almost no revenue.

The true cost of holding inventory includes: financing cost (inventory value x borrowing rate);
warehouse space cost (occupied space cannot hold faster-moving stock); management time
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(counting slow lines takes the same effort as fast lines); and obsolescence risk. At Brightline's 15%
OD rate, holding $2,362,500 of inventory costs $354,375 per year in interest alone.

Reorder Point = (Average daily demand x Lead time) + Safety Stock. It answers: at what inventory
level should a new order be placed so stock does not run out before the delivery arrives? Safety
Stock provides a buffer for demand variability and supply delays.

SURAJ AT BRIGHTLINE

A items: 12 SKUs, 68% of revenue, $1,001,250 inventory. Daily or weekly stock checks. Tight
reorder points. Safety stock buffer. A stockout on any A item directly costs revenue and
damages customer relationships.

B items: 45 SKUs, 21% of revenue, $686,250 inventory. Monthly review. Reorder at two weeks
of forward demand. Safety stock of one week.

C items: 90 SKUs, 11% of revenue, $675,000 inventory. Within C items: 28 SKUs with zero
movement in 90 days -- $382,500 of value. These are dead stock.

The dead stock cost analysis: financing at 15% on $382,500 = $57,375 per year. Warehouse
space: $27,000. Management time: $13,500. Total annual holding cost: $97,875. Plus
write-down risk. The action: price them at 40% below cost and clear them. Even at a discount,
selling generates $229,500 in cash and saves $97,875 per year. Better than holding for
another year hoping something changes.

Reorder point for BL-001, Brightline's highest-velocity A item. Daily demand: 84 units. Supplier
lead time: 5 days. Safety stock: 2 days. Reorder Point = (84 x 5) + (84 x 2) = 588 units. When
stock falls to 588 units, place the order.

THE VISUAL -- BRIGHTLINE ABC ANALYSIS -- 147 SKUS

Brightline's complete inventory classified. A items generating revenue, C items generating cost,
dead stock generating only waste.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A $382K OF YOUR CASH IS SITTING IN STOCK NOBODY WANTS.

X WHAT DANIEL GOT WRONG

Daniel let dead stock pile up in the back corner for months -- borrowing money, at interest, to store goods
he would never sell.

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

124



FINANCE FOR BUSINESS OWNERS Ch 14 | Inventory Management -- Fast, Slow, De

WHY THIS MATTERS NOW

Every month you keep dead stock you pay to store it and forfeit the cash you could put to work elsewhere.

4 OWNER DECISION

Clear dead stock now, even at a loss. Cash recovered always beats inventory admired.

Run an ABC review. Tightly control the A-items; clear anything unsold for six months or more this quarter.

CATEGORY REVEN INV ANNUAL ACTION
UE % COSTTO
HOLD

A -- Critical 12 68% $1,001,2 $150,188 Daily count. Tight reorder. Safety

50 stock.

45 21% $686,250 $102,938 Monthly review. 2-week reorder
trigger.

C -- Slow 62 1% $292,500  $43,875 Quarterly. Minimal safety stock.
C --Dead (90+ 28 <1% $382,500 $97,875/yr Clearance sale immediately at
days) 30-40% discount
Total 147 100% $2,362,5 $354,375/yr

00 total

DASHBOARD & DECISIO

INVENTORY ABC PRIORITY
T Movement Speed

A-items: tight control Slow + costly: act

C-items: simple rules Dead stock: clear out

Value Tied Up —

INVENTORY HEALTH
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KPI ACTUAL TARGET STATUS
A-items (fast movers) 62% of value keep lean ON TRACK
B-items (steady) 24% of value monitor ON TRACK
C-items (slow) 14% of value reduce WATCH
Dead stock $382K / 28 SKUs clear now OFF TRACK

* Sells quickly « Ties up cash * Will not sell

« Earns its space » Watch closely * $382K frozen

* Reorder tightly * Reduce levels * Clear at any price
STOCK BY CATEGORY ($000)

$1462K
$§68K
\ ‘ sz $382K
-_—
A-items B-items C-items Dead

INVENTORY SIGNALS
Inventory turns (target 6x) T - T— 63%
Dead stock as % of total [ 16%
A-item availability 95%
DEAD STOCK TRACKER B TEMPLATE
SKU group Value Last sold Action
Slow line C $158K 90+ days Discount
Obsolete packs $124K 180+ days Clear out
Excess seasonal $101K 120+ days Bundle
Total dead stock $382K == Recover cash

f Every dollar in dead stock is a dollar not in the bank. Clear it, even at a loss.

INVENTORY DISCIPLINE
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Ve A-items tightly reordered
Dead stock reviewed monthly
Slow movers flagged

Ve Stock count reconciled

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Tom managed inventory by feel. He knew roughly which lines moved fast but
had never quantified dead stock or calculated its true cost.

After this chapter, Daniel makes three specific changes:

A items checked weekly, C items flagged by age, any SKU with no movement in 60 days
automatically flagged for decision.

28 SKUs with no movement go to clearance at 30-40% below cost. $225,000 in cash
recovered. $97,875 per year in holding cost saved. OD balance reduced.

Each of the 12 A-category SKUs gets a documented reorder point and safety stock level. Tom
reorders automatically when stock hits the trigger. No guesswork.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What percentage of your SKUs generate 80% of your revenue? Have you done a formal

ABC classification? What do you think you would find?

2. Do you have inventory with no movement in more than 90 days? How much capital does it
represent? What is your plan?

3. What is the true annual cost of holding your current inventory? Financing cost + storage +

insurance. Is that cost reflected in your pricing?

SURAJ SAYS
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SURAJ SAYS

Tom, a well-run warehouse is not one with a lot of stock. It is one where every item is moving

at the right speed and every shelf holds something that will become cash within a reasonable
timeframe. Dead stock is not harmless. It costs you interest on the capital, space for
something that would sell faster, and time to manage something that is not contributing. Clear
it. Recover the cash. Put that cash into A-category inventory that generates revenue the next
day.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Inventory management is a financial discipline. Every unit in the warehouse is capital that has been
spent and not yet recovered. Managing it efficiently -- A items in stock, C items cleared, dead stock
eliminated -- creates immediate cash without a single additional sale.

Brightline's 28 dead-stock SKUs carry a $97,875 annual burden and a $382,500 write-down risk.
Clearing them generates $225,000 in immediate cash. That is one of the fastest and most certain
improvements available to Daniel right now.

Chapter 15 covers the other side of working capital: the $1,912,500 customers owe Brightline --
and the system that ensures it actually arrives.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

ABC analysis: A items (top 10-20% SKUs, 70-80% revenue). B items (mid-tier). C items
(long tail, often dead stock).

A items must never run out -- daily checks, reorder points, safety stock.

Dead stock (90+ days no movement) costs more to hold than to sell at a discount.
Reorder Point = (Daily demand x Lead time) + Safety Stock.

Safety Stock = buffer for variability. Prevents A-item stockouts.

True holding cost: financing cost + storage + management time + obsolescence risk.

Brightline dead stock: $382,500 costs $97,875/year to hold. Clearance at 40% discount
recovers $229,500.
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Monthly ABC report (day 5) gives early warning before problems become crises.

Dead stock that is not managed actively becomes a year-end write-down that nobody
planned for.

Clearing dead stock and tightening A-item reorder is the fastest path to $489,375 DIO
improvement.

NOW YOUR TURN -- TEST YOURSELF

Q1. In ABC analysis, which items get the tightest control?
Q2. How much dead stock did Brightline hold?

Q3. What should you do with dead stock?

Check yourself: 1. A-items 2 Clear it,.even at a loss

Receivables -- Money That Is Yours But Not Yet Yours

Credit Policy, Aging Analysis, and the Collection Rhythm
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Receivables -- Money That Is Yours But
Not Yet Yours

Credit Policy, Aging Analysis, and the Collection Rhythm

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

RetailMax owed Brightline $1,046,250 and was in no hurry at all. Daniel was. Friday was coming,
and his biggest, proudest customer was, in effect, holding his payroll hostage.

Rachel Burns called on a Monday morning about invoice BR-2847.

Daniel asked Sarah. Invoice BR-2847: $1,046,250 raised October 8th, payment terms 60 days,
due December 8th. It was December 22nd. Fourteen days overdue.

Daniel called Rachel back. She was apologetic. Their payment run was January 5th.

That $1,046,250 is not late. It is costing you money. Every day it sits uncollected is a day you
are financing RetailMax's operations with your own cash. Let me show you the number.

WHAT THIS CHAPTER COVERS

-> What Trade Receivables are and why they appear on the Balance Sheet
-> Days Sales Outstanding: measuring collection efficiency
-> The true financial cost of overdue receivables

-> Building a credit policy: who gets credit, how much, on what terms
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-> Aging analysis: the early warning system

-> The collection rhythm: follow up without damaging relationships

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Calculate DSO and interpret the result

* Calculate the true cost of overdue receivables

* Design a credit policy for Brightline

* Build and interpret an aging analysis

* Design a collection process that preserves customer relationships

THE ONE QUESTION

- - — - r—

How much is Brightline's $1,912,500 receivables balance actually
costing -- and what system reduces that cost?

THE SIMPLE TRUTH

Trade Receivables (also called Debtors) are amounts owed by customers for goods already
delivered and invoiced. They appear as a Current Asset because they are expected to convert to
cash within twelve months. But they are not cash. They are a promise to pay.

DSO = (Trade Receivables / Net Sales) x 365. It measures the average days from sale to
collection. If Brightline's stated terms are 60 days but DSO is 78 days, customers are on average
paying 18 days late.

The cost of slow collection: every day a receivable sits uncollected, the business finances the
customer's operations with its own cash. At Brightline's 15% OD rate, the daily cost on $1,912,500
of receivables is $788. Bringing DSO from 78 to 60 days on the RetailMax balance frees $264,375
in cash permanently.

A credit policy answers: who gets credit, how much, and on what terms? Without one, credit

decisions are informal and inconsistent -- creating concentration risk and collection problems.
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SURAJ AT BRIGHTLINE

DSO calculation. Trade Receivables: $1,912,500. Net Sales: $18,000,000. Blended DSO: 38.8
days. But that is misleading because small accounts that pay in 25-30 days pull the average
down. RetailMax specifically: $1,046,250 outstanding for 78 days against 60-day terms.

Cost of RetailMax being 18 days overdue: $1,046,250 x (15% / 365) x 18 = $7,740 per quarter
= $30,938 per year. That is the annual cost of being patient. Multiply this across all late payers
and the total financing cost of slow receivables is material.

Brightline's aging analysis. Current (not yet due): $528,750. 1-30 days overdue: $213,750.
31-60 days overdue: $123,750. 61-90 days overdue: $1,046,250 (RetailMax). Over 90 days:
zero. The 61-90 day bucket is a single customer -- and that concentration is a risk.

Credit policy Brightline needs: New customers get 30-day terms up to $84,375 credit limit until
proven payment history. Established clean-paying customers get 45-60 days. Any customer
requesting 90-day terms requires individual assessment. RetailMax's 60-day terms are
appropriate given their scale -- but habitual lateness requires a formal discussion, not silent
tolerance.

THE VISUAL -- BRIGHTLINE RECEIVABLES AGING

The $1,912,500 receivables balance by age bucket, with the collection action and financial cost for
each level.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A YOUR BIGGEST CUSTOMER IS HOLDING YOUR PAYROLL HOSTAGE.

RetailMax owes $1,046K and is in no hurry. Friday's wages are.

X WHAT DANIEL GOT WRONG

Daniel let RetailMax stretch to 78 days because he feared losing the account -- and quietly financed it with
his own overdraft.

IF: Average collection slips 15 days slower

THEN THIS HAPPENS BEFORE AFTER
Cash tied in receivables $1,912K $2,649K
Overdraft needed $1,012K $1,749K
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Interest cost

Runway

4 OWNER DECISION

$529K

comfortable

Ch 15 | Receivables -- Money That Is Yours But

$630K

tight

Set firm credit terms and enforce them, even with big customers. Their slow payment is simply an
expensive loan you never agreed to give.

Chase every account over 60 days this week, and put RetailMax on a formal, dated payment plan.

AGING BUCKET AMOUNT % OF

TOTAL

Current (not yet $528,750 28%

due)
1-30 days $213,750 11%
overdue

$123,750 6%
61-90 days $1,046,2 55%
overdue 50
90+ days overdue  $0 0%

DSO: 38.8 days
blended

STATUS

Healthy

Acceptable

Watch

Overdue --
RetailMax

None

RetailMax: 78
days

ACTION

Monitor

Courtesy reminder

Phone call + written notice

Formal letter + commercial discussion

N/A

Cost of delay: $30,938/year

DASHBOARD & DECISION VIEW

IF WE COLLECT 10 DAYS FASTER

METRIC BASE

Blended DSO 39 days
Cash tied in receivables $1,912K
RetailMax (78 days) $1,046K

AFTER
29 days
$1,418K

collect on terms
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RECEIVABLES AGEING ($000)

$664K
$540K
$439K
Current 31-60 days 61-90 days 90+ days
Invoice sent Reminder Statement Call & collect
day 0 day 30 day 45 day 60
- a
BLENDED DSO TOTAL RECEIVABLES RETAILMAX DSO

39 days $1,912K 78 days

COLLECTION DISCIPLINE

Invoiced on time = P GO 88%
Collected within terms - ey 61%

Over 90 days overdue _ 14%
Customer Current 31-60 61-90 90+

RetailMax $225K $315K $281K $225K
Mid-market $270K $135K $45K $22K
Independents $169K $90K $22K $22K

Total $664K $540K $349K $270K

f The 90+ column is where cash goes to die. Chase it first, every week.

WEEKLY COLLECTIONS ROUTINE

Ve Send statements

Call all 60+ day accounts
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X Escalate 90+ day accounts

v/ Update the ageing tracker

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel waited for customers to pay on their own schedule and called Sarah in
a panic when the bank balance dropped.

After this chapter, Daniel makes three specific changes:

Any invoice in the 31-60-day bucket gets a call that week -- before it moves to 61-90. Weekly

review prevents escalation.

Not aggressive -- commercial. 60-day terms are conditional on payment within 60 days.
Habitual lateness adds $30,938/year in financing cost. Either terms adjust or discipline

improves.

Ints
Sarah creates and maintains a credit limit file: customer, limit, current outstanding, payment

history score. New orders that breach limits require Daniel's approval.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Calculate your DSO: (Trade Receivables / Annual Revenue) x 365. Compare to your
stated payment terms. What is the gap?

2. What percentage of your outstanding receivables is more than 30 days overdue? Do you

have a single customer representing more than 30% of total receivables?

3. What is the annual financing cost of your current receivables? Multiply your average
receivables balance by your overdraft rate. Is that cost reflected in your pricing?

SURAJ SAYS
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SURAJ SAYS

Daniel, your $1,912,500 in receivables is not an asset -- it is a pending collection. The

discipline of weekly aging review, consistent follow-up, and documented credit limits is not
aggressive. It is what every well-run business does. Your customers will not respect you less
for asking for payment on the terms you agreed. They will respect you more. Lax collection
practices signal that you do not manage your business tightly -- and that perception affects
every commercial relationship you have.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Trade Receivables represent revenue earned but not yet collected. Managing them proactively --
through credit policy, aging analysis, and consistent follow-up -- is the difference between healthy
cash flow and perpetual cash stress.

Brightline's $1,912,500 is heavily concentrated in RetailMax. Addressing that concentration frees
material working capital and reduces single-customer risk simultaneously.

Chapter 16 covers the other side of working capital: payables -- the $1,046,250 Brightline owes its
suppliers, and the opportunity to use that supplier credit more strategically.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Trade Receivables = amounts owed by customers for goods delivered. Current Asset on
Balance Sheet.

DSO = (Trade Receivables / Net Sales) x 365. Brightline blended: 38.8 days. RetailMax:
78 days.

Cost of overdue receivables: balance x daily interest rate x days outstanding.
RetailMax 18-day delay costs $7,740/quarter = $30,938/year at 15% OD rate.

Credit policy answers: who gets credit, how much, on what terms. Document it. Apply it
consistently.

Aging analysis classifies receivables by: current, 1-30, 31-60, 61-90, 90+ days late.
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Weekly aging review -- not monthly -- catches problems in the 31-60 day bucket before
they escalate.

Customer concentration: RetailMax at 55% of receivables creates single-point cash risk.

Reducing DSO from 78 to 60 days on the RetailMax balance frees $264,375 in working
capital.

Consistent collection is a commercial discipline -- not an aggressive act. Well-run
businesses do it systematically.

NOW YOUR TURN -- TEST YOURSELF

Q1. What does DSO measure?
Q2. What was RetailMax's DSO?

Q3. Cash freed by collecting 10 days faster?

Check yourself: 1. Days to collect from customers 2. 78 days 3. About $495,000

Payables -- The Free Loan Your Suppliers Are Giving You

Using Supplier Credit Strategically Without Damaging Relationships
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FINANCE FOR BUSINESS OWNERS | BOOK 1 OF 4

Payables -- The Free Loan Your Suppliers
Are Giving You

Using Supplier Credit Strategically Without Damaging Relationships

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

Daniel paid every supplier the day the invoice landed. He thought it made him look reliable. It also
meant he gave away weeks of free funding -- and then walked into the bank to borrow the same
money back.

Suraj looked at the Cash Flow Statement -- specifically the payables movement line.

You reduced your payables by $135,000 this year. Which means you paid suppliers faster than
they invoiced you. Why?

Daniel shrugged. He had always paid promptly. It felt like the right thing to do. Good relationships.

| understand the instinct. Now let me show you what it actually cost.

WHAT THIS CHAPTER COVERS

-> What Trade Payables are and how DPO is calculated
-> The difference between paying early and paying on time
-> The true financial cost of early payment

-> When early payment discounts are worth taking
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-> Building a payables strategy that uses credit without damaging suppliers

-> The DPO improvement Brightline can make immediately

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:
* Calculate Days Payable Outstanding and interpret the result

* Calculate the financial cost of paying suppliers earlier than required

* Evaluate early payment discounts using the cost-of-credit framework

* Design a payables strategy for Brightline

* Understand why extending payment terms is not the same as not paying

THE ONE QUESTION

- - — - r—

How much cash is Brightline leaving with its suppliers
unnecessarily -- and what is the right approach to supplier payment
timing?

THE SIMPLE TRUTH

Trade Payables (also called Creditors) are amounts owed to suppliers for goods and services
received but not yet paid. They appear as a Current Liability on the Balance Sheet. DPO = (Trade
Payables / COGS) x 365. It measures the average days taken to pay suppliers after receiving
goods.

When a supplier extends 45-day payment terms, they are offering Brightline free short-term
financing for 45 days. Using only 14 of those 45 days means Brightline is voluntarily returning 31
days of free credit. At $11,013,750 of annual purchases, using 31 extra days of supplier credit =
$933,750 of additional cash that could sit in Brightline's bank account instead of the supplier's.

Paying early is not free -- it costs the business its opportunity cost. If Brightline is paying 15% on its
OD facility and simultaneously paying suppliers 31 days early, it is effectively paying 15% per
annum on the cash it gave back early.
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Early payment discounts are different. Some suppliers offer: pay in 10 days and receive a 2%
discount. This is worth evaluating: 2% for paying 35 days early = annualised rate of 20.9%. If the
OD rate is 15%, the discount is worth taking. If the discount is 0.5% for 30 days early = annualised
6.1%, it is not worth taking.

SURAJ AT BRIGHTLINE

Brightline's current DPO. Trade Payables: $1,046,250. Annual COGS: $11,340,000. DPO =
($1,046,250 / $11,340,000) x 365 = 33.7 days. Supplier terms: 45 days average. Gap: 11.3
days of unused supplier credit.

What that gap costs Brightline: annual purchases $11,013,750. 11.3 extra days of supplier
credit not being used = $11,013,750 x (11.3/365) = $341,438 of cash that Brightline is
voluntarily leaving with suppliers. At 15% OD rate, that costs $341,438 x 15% = $51,216 per
year in OD interest that Brightline is paying unnecessarily.

Target: extend average DPO from 33.7 days to the full 45 days allowed. This requires no
renegotiation -- just using the terms already agreed. Additional cash from this change:
$341,438. OD interest saved: $51,216 per year.

Important distinction: this is not about paying late. It is about paying on the agreed date -- not
before. The relationship stays intact. The supplier gets paid exactly as contracted. Brightline
simply stops giving away free credit that was never asked for.

Main supplier offers 2% early payment discount for payment in 10 days versus 45 days.
Annualised cost: 2% / (35/365) = 20.9% per year. Brightline's OD rate is 15%. The discount is
worth taking -- paying 10 days saves more on the discount than it costs in OD interest.

THE VISUAL -- BRIGHTLINE PAYABLES OPTIMISATION

Brightline's current DPO versus available terms, the cash opportunity from full term usage, and the
early payment discount evaluation.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A YOU'RE GIVING AWAY FREE MONEY -- THEN BORROWING IT BACK.

X WHAT DANIEL GOT WRONG

Daniel paid suppliers the day invoices landed, handing away weeks of free credit -- then walked into the
bank to borrow the same money at 14%.
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WHAT THIS MEANS FOR YOU

Supplier terms are the cheapest funding you will ever get: interest-free. Paying early simply throws that
advantage away.

4 OWNER DECISION

Pay suppliers on the due date, never before. Use the full agreed terms as free working capital.

Move every supplier to their full agreed terms. Don't pay early unless there's a genuine discount that beats
your cost of funds.

METRIC CURRENT TARGET CASH IMPACT

DPO (days payable 33.7 days 45 days Additional $341,438 cash freed
outstanding)

Unused supplier 11.3 days 0 days Saving $51,216/year in OD interest
credit unused unused
Annual purchases $11,013,75

0

Early Payment
Discount Evaluation

2% discount, pay in Annualised: OD rate: TAKE THE DISCOUNT
10 vs 45 days 20.9% 15%

0.5% discount, pay in  Annualised: OD rate: DO NOT TAKE

15 vs 45 days 6.1% 15%

Formula: Annualised Discount%/  Compare to Take if > borrowing rate
discount rate (Days borrowing
saved /365) rate

DASHBOARD & DECISION VIEW

IF WE PAY ON AGREED TERMS, NOT EARLY

METRIC BASE AFTER IMPACT

DPO 34 days 45 days +11 days
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Free supplier credit used $1,046K $1,384K +$338K
Cost of this funding -- $0 interest-free
Paying Early Paying on Terms
* Gives away free credit * Uses the full window
* No discount earned » Keeps cash longer
* Drains cash now * Interest-free funding

DAYS OF FREE SUPPLIER CREDIT

60d

Now Agreed Too
(DPO 34) terms (45) far (60)

CURRENT DPO AGREED TERMS CASH UNLOCKED

34 days 45 days $338K

Suppliers offer terms

e.g. 45 days

free credit gone

Pay on the due date

not before, not late

I Paying early wastes them |

Result: interest-free cash

the cheapest funding

J

PAYABLES / DPO B TEMPLATE

Supplier Owed Terms Pay on
Materials Co $472K 45 days Day 45
Packaging Ltd $236K 30 days Day 30
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Logistics $202K 30 days Day 30

Total $1,046K ~45 avg On terms

f Pay on the due date -- not before. Early payment gives away free, interest-free credit.

PAYABLES TERMS

Days you take to pay suppliers
Interest-free funding from suppliers

The agreed days you are allowed to pay in

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel paid suppliers early out of habit. He had never calculated what that
decision cost.

After this chapter, Daniel makes three specific changes:

Not beyond terms -- to terms. 45-day terms mean payment on day 45. This releases $341,438
in additional working capital immediately, with no supplier relationship impact.

Is the annualised discount rate higher than Brightline's OD rate? If yes, take it. If no, use the
full credit period. Simple calculation, done for each supplier.

Target: 43-45 days. He tracks actual DPO against the target, ensuring the improvement is
sustained and not gradually reversed as old habits return.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Calculate your DPO: (Trade Payables / Annual COGS) x 365. Compare to your average
supplier terms. Are you using the full credit period available?

2. How much cash would you free if you used your full supplier credit terms? Calculate:

Annual purchases x (days of unused credit / 365).
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3. Do any of your suppliers offer early payment discounts? Evaluate the annualised rate. Is it

above your borrowing rate? If yes, take it. If no, use the full term.

SURAJ SAYS

SURAJ SAYS

Daniel, paying suppliers early is not a virtue -- it is a choice. And it is a choice that costs you
money. The supplier agreed to 45-day terms because they priced the credit into the
commercial arrangement. Using only 14 days means you are giving back something you

already paid for in the price of the goods. Use the full 45 days. Pay on time -- not before, not

after. That is the professional standard. That is how the $341,438 stays in your bank account

where it belongs.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Trade Payables are supplier credit -- free short-term financing that suppliers extend as part of
every commercial relationship. Using the full credit period is not aggressive; it is standard practice
in every well-run business.

Brightline is using 33.7 days of 45-day credit. Extending to 45 days releases $341,438 in
immediate cash and saves $51,216 per year in OD interest. No renegotiation required.

Chapter 17 brings receivables, payables, and inventory together: the Cash Conversion Cycle -- the
single number that explains why Brightline is always cash-tight despite being profitable.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Trade Payables = amounts owed to suppliers for goods received but not yet paid.
Current Liability.

DPO = (Trade Payables / COGS) x 365. Brightline: 33.7 days. Supplier terms: 45 days.
Unused credit: 11.3 days. Cash opportunity: $341,438. OD interest saved: $51,216/year.

Paying on the agreed date (not early) is not late payment -- it is professional cash
management.
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Early payment discount evaluation: Annualised rate = Discount% / (Days saved / 365).

Take early payment discount if annualised rate > borrowing rate. Brightline: 20.9% >
15% -- take it.

Do not take early payment discount if annualised rate < borrowing rate. 6.1% < 15% --
use full term.

DPO improvement from 33.7 to 45 days requires no renegotiation -- just using existing
agreed terms.

Monitor DPO monthly. Target: 43-45 days. Prevent reversal as old payment habits
re-emerge.

Payables are the only working capital lever that releases cash immediately with no
operational change.

NOW YOUR TURN -- TEST YOURSELF

Q1. What does DPO measure?
Q2. Is paying suppliers early a good idea?

Q3. What does supplier credit cost in interest?

Check yourself: 1. Days take No -- it wastes free credit 8. Nothing

The Cash Conversion Cycle -- One Number That Explains

Everything

Why Profitable Businesses Run Out of Cash
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The Cash Conversion Cycle -- One
Number That Explains Everything

Why Profitable Businesses Run Out of Cash

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Daniel refreshed the bank screen for the third time, as if the number might change. $174,375.
Friday's payroll was $472,500. That same morning his accountant had emailed the year-end
accounts: $815,625 profit, a record year. He read it twice. A record year, and he could not make
payroll. For nine years he had run the business on the profit number, and the profit number had
never once told him whether he could pay his people on Friday.

Suraj sat across from Daniel at the end of a long session on inventory, receivables, and
payables. He picked up a pen and wrote three numbers on a napkin.
48. 78. 14. These are Brightline's DIO, DSO, and DPO. Add the first two and subtract the third.

Daniel did the arithmetic. 112.

That is your Cash Conversion Cycle. 112 days. From the day Brightline spends money on raw
materials to the day it collects cash from the customer: 112 days. You are financing
three-and-a-half months of operations from your own pocket on every single order cycle.

Daniel stared at the napkin.

Now you understand why your bank account is always tight. Not because you have a profit
problem. Because you have a timing problem.
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WHAT THIS CHAPTER COVERS

-> What the Cash Conversion Cycle is and why it matters

-> The CCC formula: DIO + DSO - DPO

-> How the CCC explains the gap between profit and cash
-> What DMart achieves and why it is possible

-> The CCC improvement available to Brightline right now

-> Using CCC to make working capital financing decisions

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* Calculate and explain the Cash Conversion Cycle

* Understand why a high CCC creates cash stress even in a profitable business

* Calculate the working capital required to sustain a given CCC at current revenue

* Calculate the cash freed by reducing CCC by a specific number of days

* Identify the highest-leverage CCC improvement action for Brightline

THE ONE QUESTION

What is Brightline's Cash Conversion Cycle -- and what would
change if it were cut from 112 days to 75 days?

THE SIMPLE TRUTH

The Cash Conversion Cycle (CCC) = DIO + DSO - DPO. It measures the number of days
between a business spending cash on inventory inputs and collecting cash from the customer for
the finished sale. Every day of CCC represents one day of revenue that the business must finance
from its own resources.

A business with a 112-day CCC and $18M annual revenue needs to finance: $18,000,000 x
(112/365) = $5,518,125 of working capital at any given time. That $5,518,125 is permanently tied
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up cycling through inventory, production, and receivables -- it is the permanent working capital
requirement of the business.

Reducing CCC directly reduces working capital requirement. Every day reduced = ($18,000,000 /
365) = $49,314 of working capital freed. Cutting 37 days (from 112 to 75) frees $1,822,500 in
permanent working capital.

Some businesses achieve negative CCC. DMart collects cash from customers (daily retail sales)
before paying suppliers (30-45 day credit). DIO is very low. DSO is zero (cash sales). DPO is 35
days. CCC = 0 + 0 - 35 = -35 days. DMart's suppliers finance DMart's operations. This is the
ultimate working capital model.

SURAJ AT BRIGHTLINE

Brightline's CCC: DIO 48 + DSO 78 - DPO 14 = 112 days. Working capital requirement:
$18,000,000 x (112/365) = $5,521,748. That is the amount of capital permanently cycling in
Brightline's operations. The OD facility of $1,012,500 and the term loan help fund this -- but it is
still a substantial capital requirement for a $18M revenue business.

The improvement available right now. We have already identified three changes. One: reduce
DIO from 76 to 60 days through dead stock clearance and A-item reorder discipline. Saves
$489,375 in inventory. Two: reduce DSO on RetailMax from 78 to 65 days through the formal
commercial discussion. Saves $264,375 from receivables. Three: extend DPO from 33.7 to 45
days by using full supplier terms. Releases $341,438.

New CCC: DIO 60 + DSO 65 - DPO 45 = 80 days. Not 75 -- but a 32-day improvement.
Working capital freed: 32 x $49,314 = $1,578,060. That is $1,575,000 of cash released from
within the business with no new revenue and no new debt. That is more than Brightline's entire
net profit for the year.

That is why working capital management is not a finance exercise. It is a profit-multiplier. The
$1,575,000 freed can repay $1,575,000 of the OD, saving $236,250 in annual interest. Or fund
the second warehouse. Or build a cash reserve. The choice is Daniel's -- but first he has to
create the cash to make the choice.

THE VISUAL -- BRIGHTLINE CASH CONVERSION CYCLE

Current CCC versus target CCC, the working capital implication of each, and the cash freed by the
improvement.

FOUNDER BRIEFING -- WHAT'S AT STAKE
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A PROFITABLE ON PAPER. $5,524K FROZEN INSIDE THE BUSINESS.

Brightline earns $816K profit -- yet 112 days of cash sits locked in stock and unpaid invoices.

Your cash conversion cycle is 112 days. You pay for inventory and wages long before customers pay you
-- so every push for growth makes the cash hole deeper.

X WHAT DANIEL GOT WRONG

For two years Daniel chased bigger orders to 'grow out of' the cash squeeze. Every new order made it
worse -- more stock, more unpaid invoices, more frozen cash. He was flooring it straight at the wall.

WHY THIS MATTERS NOW

Each extra day of CCC locks up about $50K. Sitting at 112 days instead of 80 keeps $1,575K out of your
bank -- money you replace with overdraft you pay interest on.

IF: You grow sales 20% but the cycle stays at 112 days

THEN THIS HAPPENS BEFORE AFTER
Working capital tied up $5,524K $6,626K
Overdraft needed $1,012K $2,115K
Interest cost $529K $664K
Cash generated $129K -$338K
Runway comfortable < 4 months

4 OWNER DECISION

Before chasing more revenue, fix the cycle first: tighten inventory, collect faster, pay suppliers on full
terms. Releasing $1,575K beats any loan.

This month: set a DSO target of 60 days, a DIO target of 40, move suppliers to 30-day terms, and review
the CCC every week.

COMPONENT CURRENT TARGET IMPROVE CASH FREED

MENT

DIO (inventory days) 76 days 60 days -16 days $489,375
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COMPONENT CURRENT TARGET
DSO (collection 78 days 65 days
days)

DPO (payment days) 34 days 45 days
CCC (total) 112 days 80 days
Working capital $5,521,74 $3,943,68
required 8 8

Annual interest
saving on OD
reduction

IMPROVE

MENT

-13 days

+11 days

- 32 days

Ch 17 | The Cash Conversion Cycle -- One Numbe

CASH FREED

$264,375

$341,438
$1,578,060 total

$1,578,060 freed

$236,250/year saved

ycle

CCC = DIO + DSO -- DPO

Current: 76 + 78 -- 14 = 112 days | Target: 60 + 65 -- 45 = 80 days

DASHBOARD & DECISIO

CASH CONVERSION CYCLE
OPERATING CYCLE = 126 DAYS

Inventory 48d Receivables 78d

CASH GAP TO FUND = CCC = 112 DAYS

CASH CONVERSION CYCLE WORKING CAPITAL TIED

112 days $5,524K
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THE CASH CYCLE

Buy stock

Collect cash Hold inventory

Sell on credit

CCC COMPONENTS (DAYS)
112d
78d
48d
14d
DIO DSO DPO cce
IF WE CUT CCC FROM 112 TO 80 DAYS
METRIC BASE AFTER IMPACT
DIO 48 days 40 days -8 days
DSO 78 days 62 days -16 days
DPO 14 days 22 days +8 days
Cash freed -- $1,575K released
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Cash buys inventory

day 0

DIO days

Customer pays later
DSO days

Suppliers financed part
minus DPO

I Inventory sits, then sells

= Cash gap to fund
CCC =112 days

CASH CONVERSION CYCLE B TEMPLATE

‘ \

Driver Days Target Cash effect
DIO (inventory) 48 40 Free $394K
DSO (receivables) 78 62 Free $788K
DPO (payables) 14 22 Free $394K
CCC 112 80 Free $1,575K

F CCC =DIO + DSO - DPO. Cut it 32 days and release ~$1,575K -- with no new sales.

CYCLE TERMS

Days inventory sits before selling
Days customers take to pay
Days you take to pay suppliers

The cash gap you must fund

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel understood inventory, receivables, and payables as three separate
management tasks. He had never seen them as one connected system.

After this chapter, Daniel makes three specific changes:

Every month: DIO + DSO - DPO = CCC. Target: below 80 days. If CCC rises, he identifies
which component is driving it and addresses the root cause.
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DIO: Tom's dead stock clearance and A-item reorder discipline. DSO: RetailMax commercial
discussion and weekly aging review. DPO: extend payment to full 45-day terms.

$1,575,000 freed. Priority: repay $1,012,500 OD in full. Saves $151,875 in annual OD interest.
Remaining $562,500: partial term loan repayment.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Calculate your CCC: DIO + DSO - DPO. If you do not know one of the components,
estimate it. What is the number?

2. What is your working capital requirement at the current CCC? Annual revenue x (CCC /
365). Is that number higher or lower than you expected?

3. If you reduced your CCC by 20 days, how much cash would that free? Annual revenue /
365 x 20. What would you do with that cash?

SURAJ SAYS

SURAJ SAYS

Daniel, the CCC is the most important working capital metric in your business -- and most
founders have never calculated it. It tells you exactly how much capital you need just to stay
in operation at your current revenue level. Every day you shorten the cycle is a day less of

capital required. And every dollar of capital freed from working capital is a dollar available for

growth, debt reduction, or safety. The $1,575,000 you are going to free over the next twelve

months did not come from selling more. It came from managing what you already have --
better.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION
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The Cash Conversion Cycle unifies inventory, receivables, and payables into one number that
explains why profitable businesses run out of cash. At 112 days, Brightline is financing
three-and-a-half months of operations from its own capital on every order cycle.

The 32-day improvement -- achievable within twelve months without a single new customer or new
product -- frees $1,575,000 in permanent working capital and saves $236,250 in annual interest.

Part 3 is complete. Chapter 18 begins Part 4: cash management -- the forward-looking tools that
ensure Brightline never again faces a surprise cash shortage.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

CCC = DIO + DSO - DPO. The number of days between spending cash on inputs and
collecting cash from customers.

Brightline current CCC: 76 + 78 - 14 = 112 days.

Working capital requirement = Revenue x (CCC / 365). Brightline: $18M x (112/365) =
$5,521,748.

Every day of CCC reduced = Revenue / 365 cash freed. At Brightline: $49,314 per day.
Target CCC: 60 + 65 - 45 = 80 days. Working capital freed: $1,578,060.

Negative CCC (e.g., DMart): suppliers finance operations. The ideal model for any
retail/FMCG business.

CCC improvement actions: reduce DIO (dead stock, reorder discipline), reduce DSO
(collection follow-up), increase DPO (use full terms).

Annual interest saving from $1,575K OD reduction: $236,250. No new revenue. No new
product. Just cycle management.

CCC is the primary working capital KPI. Track it monthly. Any rise triggers a
component-level investigation.

The cash freed from CCC improvement is more than Brightline's entire annual net profit
-- achieved through discipline, not growth.

NOW YOUR TURN -- TEST YOURSELF

Q1. What is the cash conversion cycle formula?
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Q2. What was Brightline's CCC?

Q3. Cash freed by cutting CCC to 80 days?

Check yourself: 1. DIO + DSO - DPO 2. 112 days 3. About $1,575,000

Cash Flow Forecasting -- Seeing 90 Days Ahead

The 13-Week Forecast That Prevents Every Cash Crisis
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FINANCE FOR BUSINESS OWNERS | BOOK 1 OF 4

Cash Flow Forecasting -- Seeing 90 Days
Ahead

The 13-Week Forecast That Prevents Every Cash Crisis

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

The cash crunch in March had not been bad luck. Daniel realised, far too late, that he could have
seen it coming six weeks out -- if he had ever once looked forward instead of only ever back.

It was a Wednesday. Payroll was due in 18 days: $489,375. Daniel checked the bank:
$450,000 available.

He called Sarah. She checked the receivables schedule. RetailMax paying January 5th:
$1,046,250. A second customer paying January 12th: $213,750. But between now and then: three
supplier payments totalling $528,750.

Daniel did the arithmetic. It did not work. He called Suraj.

| need you to build a cash forecast for the next thirteen weeks. | think week three is going to be
dangerous.

Suraj arrived that afternoon.

Good that you can see it eighteen days ahead. Most founders see it three days ahead. Let us
build the model.

WHAT THIS CHAPTER COVERS
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-> Why a 13-week cash forecast is the single most important planning tool
-> How to build the forecast: inflows, outflows, opening and closing balances
-> |dentifying cash gaps before they become crises

-> The difference between a cash crisis and a cash plan

-> How to close a forecast gap: the six options available

-> Running the forecast as a weekly discipline

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* Build a 13-week cash flow forecast for Brightline

* ldentify cash gaps at least 4 weeks before they materialise
* Understand the six options for closing a cash gap

* Distinguish between a cash crisis and a well-managed cash event

* Establish a weekly cash review discipline

THE ONE QUESTION

How does Brightline see a cash gap 18 days ahead -- and what are
the six options available to close it?

THE SIMPLE TRUTH

A 13-week cash forecast maps every expected cash inflow and outflow over a 90-day rolling
window. It is not a Profit Report -- it does not care about revenue recognition or accounting periods.
It cares about one thing: what is the bank balance going to be on each day of the next thirteen
weeks?

Building the forecast requires three inputs: when will cash arrive (receivables collection schedule
based on invoice dates and customer payment terms); when will cash leave (payables due dates,
payroll, tax payments, loan repayments); and what is the current bank balance?
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The forecast reveals gaps -- weeks where outflows exceed inflows and the balance goes below a
safe minimum. A gap identified 8 weeks ahead is a planning opportunity. A gap identified 3 days
ahead is a crisis. The 13-week window turns crises into plans.

When a gap is identified, six options exist: accelerate a receivables collection; delay a non-critical
payment; draw on the OD facility; arrange a short-term facility; delay a capital expenditure; or inject
equity. All six are easier to execute with 8 weeks of notice than with 3 days.

SURAJ AT BRIGHTLINE

Opening balance today: $450,000. Let us build week by week.

Week 1: Inflows: $236,250 from a small account paying this week. Outflows: $213,750 supplier
payment due. Payroll: $244,688 (bi-weekly). Closing balance: $450,000 + $236,250 - $213,750
- $244,688 = $227,812.

Week 2: Inflows: $123,750 from two mid-tier accounts. Outflows: $157,500 supplier payment.
Closing balance: $227,812 + $123,750 - $157,500 = $194,062.

Week 3: Inflows: zero -- no payments scheduled. Outflows: $157,500 supplier payment,
$244,688 payroll (second bi-weekly run), $67,500 OD interest payment. Closing balance:
$194,062 - $469,688 = -$275,625. That is the gap. Week 3 is the dangerous week.

Week 4: RetailMax payment arrives: $1,046,250. Balance recovers immediately to $770,625.

So the gap exists for exactly one week -- but it is a real gap. Options: call RetailMax and ask if
they can pay December 30th instead of January 5th (one phone call). Or draw $281,250 on the
OD for six days. Both options are simple with 18 days of notice. Neither is possible with 3 days
of notice.

THE VISUAL -- BRIGHTLINE 13-WEEK CASH FORECAST

The 13-week forecast showing the Week 3 gap, the recovery in Week 4, and the closing balance
progression.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A THE CASH CRUNCH WAS VISIBLE SIX WEEKS EARLY. NOBODY

LOOKED.
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Brightline's lowest week dips to $174K against a $169K buffer -- a near-miss a forecast would have
flagged well in advance.

WHY THIS MATTERS NOW

Without a forward forecast, you discover cash problems on the day they hit -- exactly when they are most
expensive to fix.

4 OWNER DECISION

Run a rolling 13-week cash forecast. Manage cash looking forward, never in the rear-view mirror.

Build the 13-week forecast this week, and update it every Monday with the previous week's actuals.

OPENIN INFLOWS OUTFLOW CLOSING STATUS

G BAL S BAL
Week 1 $450,000 $236,250 $458,438 $227,812 Na
Week 2 $227,812 $123,750 $157,500 $194,062
Week 3 -- $194,062 $0 $469,688 -$275,625 ACTION REQUIRED
GAP
Week 4 -- $-49,000 $1,046,25 $180,000 $590,625 Safe
Recovery / fix 0

RetailMax

Weeks 5-13 $590,625 Normal Normal $450K-$7 Stable

collections payments 88K range

Gap

Resolution

Options

Option 1: Dec 30 $1,046K Gap No OD Best option
Request early instead arrives eliminated needed

RetailMax pay Jan5 early

Option 2: Draw  $281K Bridge the $281K $731 Easy alternative
OD for 6 days OD draw gap repaid interest

Week 4 cost

DASHBOARD & DECISION VIEW
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Known Inflows Known Outflows Weekly Net 13-Week View

collections due payroll, suppliers, tax surplus or gap see the pinch early

13-WEEK CASH PROJECTION ($000)
$793K

$698K

$551K

$326K $349K
$174K
Wk1 Wk3 Wk5 Wk7 Wk9 Wk11 Wk13
CASH TODAY LOWEST WEEK WEEK OF PINCH

$698K $174K Week 7

List every known inflow

by week

by week

Net them weekly

running balance

I List every known outflow

Spot the low point early

act before it hits

FORECAST CONFIDENCE

Next 2 weeks (committed) A %
Weeks 3-8 (likely) | 75%
Weeks 9-13 (estimated) | 55%
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13-WEEK ROLLING CASH FORECAST B TEMPLATE

Week Opening Collections Payments Closing
1 $698K $439K $472K $664K
3 $523K $371K $495K $399K
5 $371K $360K $405K $326K
7 $208K $343K $377K $174K

J Closing = Opening + Collections - Payments. Spot the low week early and act.

WEEKLY CASH ROUTINE

v Update actual collections
v Update actual payments
v Re-roll the 13 weeks

Flag weeks under buffer

3-SCENARIO VIEW: NEX DAYS CASH

NEXT 90 DAYS CASH

METRIC BEST CASE BASE CASE WORST CASE
Closing cash (wk 13) $1.05M $0.62M $0.18M

Lowest weekly point $0.70M $0.30M -$0.05M

Action needed Invest surplus Hold buffer Arrange OD now

Assumptions: Sales +10% / flat / -20%, debtor days holding or slipping.

THE SHIFT -- WHAT DAN

Before this chapter, Daniel discovered cash gaps when they arrived. He managed crises. He did

not run a forecast.

After this chapter, Daniel makes three specific changes:

30 minutes. Updated with actual collections from the previous week. The rolling 90-day view is
always current.

$281,250. Any week where the forecast shows a closing balance below $281,250 triggers a
review and action that week -- not when it arrives.
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With Rachel Burns about payment timing. With the bank about OD headroom. With suppliers
about payment flexibility. Proactive conversations at 8 weeks are easy. Reactive ones at 3
days are expensive.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Do you run a cash flow forecast? If yes, how far ahead does it look? If no, how do you

know when a cash gap is coming?

2. List your five largest expected cash inflows in the next 30 days and their expected dates.
Now list your five largest expected outflows and their dates. Is the timing aligned?

3. What is your minimum acceptable bank balance -- the threshold below which you feel
financially exposed? Does your current cash position exceed that threshold comfortably?

SURAJ SAYS

SURAJ SAYS

Daniel, every cash crisis | have ever seen was visible in the data before it arrived. The
business ran out of cash on a Friday. But the receivables were already overdue on Monday.
The outflows were already scheduled on Tuesday. The gap was there in plain sight -- but

nobody was looking at the right window. The 13-week forecast is not a complicated tool. It is a

disciplined habit. Thirty minutes every Monday morning. That habit has more impact on

Brightline's financial stability than any single management decision you will make this year.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

The 13-week cash forecast turns cash crises into cash plans. It is the difference between
discovering a gap on the day it arrives and seeing it eight weeks ahead with six options to close it.
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Brightline's Week 3 gap -- identified 18 days in advance -- requires one phone call to RetailMax or
a six-day OD draw. Neither is stressful. Both are simple. Neither would be possible with three days
of notice.

Chapter 19 introduces a related concept: Cash Burn Rate and Runway -- the metrics that answer
how long Brightline can survive if revenue stopped arriving.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

13-week cash forecast: maps every expected inflow and outflow over a 90-day rolling
window.

Three inputs: when will cash arrive, when will cash leave, and what is the current
balance?

Gap identified 8 weeks ahead = planning opportunity. Gap identified 3 days ahead =
crisis.

Six options to close a gap: accelerate collections, delay payments, draw OD, arrange
facility, defer CapEx, inject equity.

All six options are easier with 8 weeks of notice than with 3 days.

Minimum cash balance trigger: set a threshold. Any forecast week below that threshold
triggers action.

Week 3 gap solution: one phone call to RetailMax (pay December 30th instead of
January 5th).

Update the forecast every Monday -- 30 minutes. Roll forward one week, update actuals
for the previous week.

The forecast enables proactive bank conversations, supplier negotiations, and collection
prioritisation.

The 13-week forecast is the single most important cash management tool a business
owner can build.

NOW YOUR TURN -- TEST YOURSELF

Q1. What forecast horizon does the chapter use?

Q2. Closing cash equals opening plus collections minus what?

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

163



FINANCE FOR BUSINESS OWNERS Ch 18 | Cash Flow Forecasting -- Seeing 90 Day

Q3. Does a cash forecast track profit or cash?

Check yourself: 1. 13 weeks 2. Payments 3. Cash

Cash Burn Rate and Runway -- How Long Can You Survive?

The Survival Metrics Every Founder Needs to Know
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FINANCE FOR BUSINESS OWNERS | BOOK 1 OF 4

Cash Burn Rate and Runway -- How Long
Can You Survive?

The Survival Metrics Every Founder Needs to Know

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

A customer left. Daniel did a rough sum on the back of an envelope and went cold. At the current
rate, the business had about three months of cash left. He had never calculated that number in his
life.

Brightline was launching a new product line. The decision had taken six months. The
investment was $1,575,000 in new tooling, inventory, and marketing.

Revenue would not arrive for at least four months. Daniel asked the question he had never asked
before.

How long can we survive at this rate of spend before we run out of money?
Suraj set down his coffee.

That is the right question. It is called cash runway. Let us calculate it.

WHAT THIS CHAPTER COVERS

-> Gross Burn: total monthly cash outflows

-> Net Burn: monthly cash deficit after revenue
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-> Runway: how many months until cash is exhausted
-> Burn Multiple: how efficiently the business converts spend into revenue
-> Survival mode versus growth mode: what changes at each stage

-> The decision triggers Brightline must set for the new product line

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Calculate Gross Burn, Net Burn, and Cash Runway

* Understand when survival mode decisions are triggered

* Calculate the Burn Multiple for a new product line

* Design the decision gates for Brightline's new product launch

* Explain the runway concept to non-finance stakeholders

THE ONE QUESTION

If Brightline's new product line generates no revenue for six months,
how long can the business sustain the investment -- and what
triggers a change of direction?

THE SIMPLE TRUTH

Gross Burn is total monthly cash outflows -- all fixed costs plus product line investment. It
answers: how much cash does the business spend every month, regardless of revenue? Net Burn
is Gross Burn minus any revenue the new product generates. It answers: how much cash is being
consumed net of what comes in? Runway = Available Cash / Net Burn. It answers: at the current
net burn rate, how many months until the cash is gone?

Burn metrics originate in the startup world but apply to any business launching a new product,
entering a new market, or investing ahead of revenue. When Brightline spends $1,575,000 on a
new line before a single unit is sold, it is effectively a startup operation within an established

business.

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

166



FINANCE FOR BUSINESS OWNERS Ch 19 | Cash Burn Rate and Runway -- How Long

Burn Multiple = Net Burn / New Revenue Generated. It measures how many dollars are being
burned for every dollar of new revenue created. A burn multiple of 2x means spending $11 to
generate $6 of revenue. Above 2x: the economics are weak. Below 1x: highly efficient. This metric
tells the owner whether the investment is generating returns at an acceptable rate.

SURAJ AT BRIGHTLINE

New product line numbers. Month 1-4: zero revenue. Gross Burn for the new line: $213,750
per month -- $123,750 direct production costs, $45,000 marketing, $28,125 additional
headcount, $16,875 logistics setup.

Existing Brightline generates $815,062 net profit annually -- approximately $67,922 per month.
So Net Burn for months 1-4 = $213,750 new line spend - $67,922 existing profit = $145,828 per
month.

Available cash for the new line: the $1,575,000 investment, plus any additional OD headroom.
Runway on just the $1,575,000: $1,575,000 / $145,828 = 10.8 months.

Month 5 onwards: revenue begins. Let us say $123,750 per month by month 6 and $270,000
per month by month 9. At $123,750 revenue, Net Burn = $213,750 - $123,750 - $67,922 =
$22,078. Still burning, but very slowly. At $270,000 revenue in month 9: Net Burn = $213,750 -
$270,000 - $67,922 = -$124,172. Cash flow positive on the new line.

Decision gates. Month 3 review: if month 3 trailing orders are below $45,000 total (confirming
the product is gaining zero traction), initiate exit from the new line. Stop further production.
Clear existing stock. This limits total loss to $438,750. Month 6 review: if revenue is below
$84,375 per month, reassess the pricing and channel strategy before month 7 investment
continues.

THE VISUAL -- BRIGHTLINE NEW PRODUCT LINE -- BURN AND RUNWAY

Monthly cash burn, runway calculation, and the decision gates that protect Brightline from
overcommitting to a line that is not gaining traction.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A ONE LOST CUSTOMER, AND YOU HAVE 3 MONTHS OF CASH LEFT.
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Daniel had never once calculated his runway. Most owners discover the number the very month it runs
out.

IF: A major customer leaves (-$225K/month)

THEN THIS HAPPENS BEFORE AFTER
Monthly net position stable -$225K
Cash on hand $698K falling fast
Runway comfortable 3.1 months
Time to act - now

4 OWNER DECISION

Know your burn and runway at all times. Anything under six months is a red zone that demands action this
month, not next quarter.

Calculate cash divided by monthly burn today. If it's under six months, cut burn or raise cash before it
bites.

REVENUE EXISTING NET BURN CASH REMAINING
PROFIT
Month 1 $213,750 $0 $67,922 ($145,828) $1,429,172
Month 2 $213,750 $0 $67,922 ($145,828) $1,283,344
Month 3 $213,750 $22,500 $67,922 ($123,328) $1,160,016
Month 4 $213,750 $45,000 $67,922 ($100,828) $1,059,188
Month 5 $213,750 $84,375 $67,922 ($61,453) $997,734
Month 6 $213,750 $123,750 $67,922 ($22,078) $975,656
Month 7 $213,750 $180,000 $67,922 $34,172 $1,009,828
Month 9 $213,750 $270,000 $67,922 $124,172 Self-funding
positive
Decision
Gate
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REVENUE EXISTING NET BURN CASH REMAINING
PROFIT
Month 3: if Stop Clear Limit loss to Exit trigger
revenue < production stock $439K
$45K
Month 6: if Strategy Channel + Before Reassessment trigger
revenue < review pricing further
$84K commit
DASHBOARD & DECISION VIEW
IF A MAJOR CUSTOMER IS LOST
METRIC BASE AFTER IMPACT
Monthly net position stable -$225K/mo burn begins
Cash on hand $698K $698K --
Runway comfortable 3.1 months act now
CASH DEPLETION AT $225K/MONTH BURN ($000)
$698K
$472K
; s $248K
$22K
I
Now Mo 1 Mo 2 Mo 3
CASH ON HAND MONTHLY BURN RUNWAY
$698K $225K 3.1 mo

RUNWAY HEALTH

Runway vs 6-month safe zone

Cash vs monthly costs
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Measure monthly net burn

cash out minus in

Divide cash by burn

= runway in months

Under 6 months = danger

act early

Cut burn or raise cash

before zero

RUNWAY TRACKER B TEMPLATE

‘ L

Month
Now
Month 1
Month 2

Month 3

Cash start
$698K
$472K
$248K

$22K

Net burn
-$225K
-$225K
-$225K

-$225K

f Runway = cash / monthly burn. Under six months is a red zone -- act early.

RUNWAY TERMS

Cash end

$472K
$248K
$22K

Below zero

3-SCENARIO VIEW: RUN\

RUNWAY

Net cash leaving each month

Months of cash left at the current burn

Under six months -- cut burn or raise cash

METRIC
Monthly net burn
Runway (months)

Action needed

BEST CASE
$40K
18

Grow steadily

BASE CASE
$70K
10

Watch closely

WORST CASE
$120K
6

Cut burn now

Assumptions: Revenue ramp fast / base / stalls; fixed cost unchanged.

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW
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Before this chapter, Daniel launched new initiatives without calculating runway or setting decision
gates. He discovered failure late and expensively.

After this chapter, Daniel makes three specific changes:

Available cash divided by projected net burn = months of runway. Any project with less than 9
months of runway at the projected burn rate requires either a faster path to revenue or a
smaller initial commitment.

Not because he expects to fail -- but because having pre-agreed exit criteria removes emotion
from the decision when the moment arrives. Gates are set before the investment, not during.

Net burn divided by new revenue generated. Target: below 1.5x by month 6. If the burn
multiple is above 2x at month 4 with no improving trend, the product economics need to
change before month 5 spend continues.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Does your business have any investment that is currently generating costs before
revenue? What is the monthly net burn of that investment? How many months of runway

does your current cash position support?

2. If your revenue stopped arriving for 90 days -- a large customer paused, a seasonal trough
extended -- what is your monthly net burn and how long could you survive at current costs?

3. Have you ever made an investment without a decision gate -- a pre-agreed point at which
you would reassess or exit if the numbers were not developing as expected? What was the
result?

SURAJ SAYS

SURAJ SAYS
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Daniel, runway is not a startup concept -- it is a survival concept. Every time you invest ahead
of revenue, you are creating a runway. And every runway has an end. The founders who
manage burn well know exactly where the end is and have a plan for what happens if the
revenue does not arrive before the end. The founders who do not manage burn -- the ones |
see in trouble -- are always surprised. Not by the outcome, but by the timing. The data was

always there. They just were not watching the right numbers.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Cash Burn and Runway give any investment a financial heartbeat. Gross Burn shows the total
monthly cost. Net Burn shows the real cash consumption. Runway shows how long the business
can sustain the investment.

Brightline's new product line has a 10.8-month runway at current burn rates -- comfortable if the
month 3 and month 6 decision gates are honoured. Without those gates, the commitment could
extend well beyond what the business can sustain.

Chapter 20 covers the tools available when Brightline's own cash is not enough: OD, CC, factoring,
and invoice discounting -- the working capital finance options and when to use each.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Gross Burn = total monthly cash outflows. Net Burn = Gross Burn minus monthly
revenue. Runway = Cash / Net Burn.

Brightline new product: Gross Burn $213,750/month. Net Burn months 1-4:
$145,828/month. Runway: 10.8 months.

Burn Multiple = Net Burn / New Revenue. Target: below 1.5x by month 6. Above 2x:
economics are weak.

Decision gates are pre-agreed revenue thresholds at which investment strategy is
reassessed or exited.

Month 3 gate: revenue below $45,000 = stop and exit. Limits loss to $438,750.
Month 6 gate: revenue below $84,375 = strategy review before continuing.

Runway applies to any investment ahead of revenue -- not just startups.
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Survival mode: when runway falls below 6 months, cut Gross Burn to extend runway.

Growth mode: when burn multiple falls below 1x, accelerate investment while returns are
strong.

Always calculate runway before committing to any investment. It is a 5-minute
calculation that prevents multi-month regret.

NOW YOUR TURN -- TEST YOURSELF

Q1. Runway equals cash divided by what?
Q2. $698K cash and $225K monthly burn -- runway?

Q3. What is a safe runway?

Check yourself: 1. Monthly b 10nths 3. Six months o

Working Capital Finance -- OD, CC, Factoring, and Invoice

Discounting

The Four Instruments and When to Use Each
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Working Capital Finance -- OD, CC,
Factoring, and Invoice Discounting

The Four Instruments and When to Use Each

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

The bank manager offered Daniel more overdraft, smiling warmly. Daniel almost took it -- until he
worked out he was about to borrow, at fourteen percent, money that was already sitting in his own

warehouse.
After reviewing Brightline's 13-week forecast, Daniel had a clear picture of the recurring

pattern: cash was tight in the third week of every month.

The OD facility at $1,012,500 was helpful -- but it was an on-demand facility that the bank could
withdraw. Suraj suggested it was time to think more systematically about working capital financing.

There are four tools available to Brightline. Each has a different cost, a different risk profile, and
a different appropriate use case. Let me map them.

WHAT THIS CHAPTER COVERS

-> Overdraft (OD): the flexible but expensive option
-> Cash Credit (CC): structured working capital against stock and receivables
-> Invoice Discounting: unlocking cash from unpaid invoices early

-> Factoring: outsourcing receivables management and collection
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-> Comparing true cost across all four instruments

-> Choosing the right instrument for Brightline's specific situation

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* Explain the four working capital finance instruments

* Calculate the true cost of each instrument for Brightline

* Understand the drawing power concept for CC facilities
* Evaluate when invoice discounting is preferable to factoring

* Recommend the right instrument mix for Brightline's specific cash cycle

THE ONE QUESTION

- - — - r—

What are the four working capital finance tools available to
Brightline -- and which combination best fits its cash cycle and risk
profile?

THE SIMPLE TRUTH

Overdraft (OD) is a revolving facility up to an approved limit. The business draws when needed,
repays when cash arrives. Interest on the drawn amount only. Flexible but expensive -- typically
13-18% per annum. The bank can withdraw it on demand. Best for: short-term, unpredictable cash

gaps.

Cash Credit (CC) is a structured working capital facility against a defined security: typically
70-80% of receivables plus 50% of inventory. The drawing power changes monthly as the security
base changes. Lower rate than OD (typically 11-14%). Best for: businesses with consistent,
predictable working capital needs and a strong receivables book.

Invoice Discounting allows a business to receive an advance (typically 80-85%) against an
unpaid invoice immediately after raising it, rather than waiting for the customer to pay. The
remaining 15-20% (minus fees) arrives when the customer pays. Confidential -- the customer does
not know. Cost: typically 1.5-2.5% per month on drawn amount. Best for: businesses with

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

175



FINANCE FOR BUSINESS OWNERS Ch 20 | Working Capital Finance -- OD, CC, Fac

slow-paying large customers and good invoice quality.

Factoring is similar to invoice discounting but the factor manages the collection process. The
business outsources its receivables to the factor who collects from customers directly. Customers
know. Cost: slightly higher than invoice discounting due to collection service. Best for: businesses
that lack the internal capability to manage collections, or where the receivables book needs
professional collection.

SURAJ AT BRIGHTLINE

Brightline's current position: $1,012,500 OD facility at 15% per annum. Drawing $1,012,500
full: annual interest $151,875. The OD has served Brightline but it is on-demand and
expensive.

Option 1: upgrade to a Cash Credit facility. Security: 75% of receivables ($1,912,500 x 75% =
$1,434,375) plus 50% of inventory ($2,362,500 x 50% = $1,181,250). Total drawing power:
$2,615,625. If Brightline draws $1,406,250 at 12%, annual interest: $168,750. But the available
facility is $1,406,250 versus $1,012,500 -- 39% more headroom at a lower rate.

Option 2: Invoice Discounting on RetailMax. The $1,046,250 RetailMax invoice is raised on
October 8th. Brightline draws 80% immediately: $837,000. Fee: 1.8% per month on drawn
amount for approximately 2.2 months (time to RetailMax payment): $837,000 x 1.8% x 2.2 =
$33,154. When RetailMax pays, the remaining $209,250 minus $33,154 = $176,096 arrives.
Total received: $837,000 + $176,096 = $1,013,096. Effective annual cost: approximately 22%.
Expensive -- but the cash arrives immediately without drawing the OD.

Recommended approach: Convert OD to Cash Credit facility for the base working capital need.
Use Invoice Discounting selectively on large invoices (like RetailMax) where the collection
cycle is long. This combination reduces base interest cost, increases headroom, and provides
a flexible tool for specific large-invoice situations.

THE VISUAL -- FOUR WORKING CAPITAL INSTRUMENTS COMPARED

The four instruments available to Brightline, with true cost, appropriate use case, and
Brightline-specific recommendations.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A YOU'RE BORROWING AT 14% WHAT'S ALREADY IN YOUR

WAREHOUSE.
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The bank's easy overdraft is the most expensive way to fund stock you could simply sell down to release
the cash.

WHAT THIS MEANS FOR YOU

There is a funding ladder: release working capital first (free), then cheap term debt, and new equity only as

a last resort.

Exhaust the cheapest funding before the dearest. Free up working capital before you ever sign for more
debt.

Before taking any new finance, list what you could release from stock and receivables first -- and chase

that.

Overdraft (OD)

Cash Credit
(CC)

Invoice
Discounting

Factoring

BRIGHTLINE RE
COMMENDATIO
N

Convert OD to
CC

TYPICAL

RATE

13-18%
p.a.

11-14%
p.a.

18-26%

p.a.
effective

20-28%

p-a.
effective

12% vs
15%

SECURI
REQUIRED

Usually none (or
general charge)

75%
receivables +
50% inventory

Specific

invoice(s)

Receivables
portfolio

$2,616K
drawing power
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unpredictable

gaps

Consistent
working capital
cycle

Slow-paying
large customers

Businesses
without
collection
capacity

Base working
capital

Bank can withdraw on demand

Drawing power fluctuates with
security

Higher cost; confidentiality
maintained

Customer knows; relationship
impact

Lower cost, more headroom
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SECURITY
REQUIRED

INSTRUMENT

TYPICAL
RATE

Invoice 22% Specific large
discounting on effective invoices
RetailMax

Peak cash need

Ch 20 | Working Capital Finance -- OD, CC, Fac

BEST FOR

Use selectively, not routinely

DASHBOARD & DECISION VIEW

FUNDING LADDER (CHEAPEST ON TOP)

Working capital release

e

Term loan

New equity

WORKING CAPITAL FACILITIES

KPI ACTUAL

Overdraft used $1,012K
Term loan $2,362K
Invoice discounting not used

Cheapest funding working capital

TARGET
headroom left
serviced on time
option if DSO high

release $1,575K first

Term Loan

* Flexible, on demand * Fixed repayments

* Higher rate * Lower rate

* For short gaps * For assets

CHOOSING FINANCE
T Flexibility

Overdraft
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free

cheapest debt

most expensive

STATUS

WATCH

ON TRACK

WATCH

ON TRACK

» Unlocks receivables

* Fee per invoice

* For growth

Working capital release
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Term loan Equity
Cost —

COST OF EACH FUNDING SOURCE (% P.A.)

25%

14%

9%

0%

WC release Term loan Overdraft Equity

FUNDING OPTIONS B TEMPLATE

Source Cost p.a. Flexibility Use for
Working capital ~0% High First choice
Term loan 9% Low Assets
Overdraft 14% High Short gaps
Equity 25%-+ None Last resort

f Always release working capital before borrowing. It is the cheapest money you own.

FUNDING TERMS

Flexible short-term borrowing, on demand
Fixed-repayment borrowing for assets

Owner money -- never repaid, most expensive

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel's only working capital tool was the OD facility. He did not know the
alternatives or how to compare their true cost.

After this chapter, Daniel makes three specific changes:

Drawing power calculated monthly against receivables and inventory. Lower rate, more
headroom, more appropriate to Brightline's asset-backed working capital need.
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When a RetailMax invoice is over $562,500 he evaluates the cost of advancing against it
versus the OD cost. The decision is made on economics, not habit.

CC drawing power changes as receivables and inventory change. A month with high finished
goods and strong receivables = more borrowing capacity. He tracks this to ensure the facility is
used optimally.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What working capital finance facilities does your business currently use? Do you know the

true annual interest rate on each?

2. Does your business have a structured cash credit facility or only an overdraft? Have you
ever compared the two and calculated the cost and headroom difference?

3. Are there large unpaid invoices in your receivables book that represent more than 20% of
your total receivables? Have you explored invoice discounting as a way to access that cash
faster?

SURAJ SAYS

SURAJ SAYS

Daniel, working capital finance is a tool -- not a crutch. The goal is always to reduce the CCC
so that the business needs less external financing. But while the CCC improvement is being
executed, having the right financing structure at the right cost makes the journey more
comfortable. The difference between an OD at 15% and a CC at 12% on $1,125,000 of

utilisation is $33,750 per year. That is $33,750 of additional profit from doing nothing except

choosing the right facility. Always know your financing cost and always ask whether a cheaper
option exists.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO
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CONCLUSION

Working capital finance provides the bridge between the business's CCC and its available cash.
The right instrument depends on the regularity of the need, the quality of the security, and the cost

versus alternatives.

Brightline's optimal structure: Cash Credit facility for base working capital at 12%, with selective
invoice discounting for large specific invoices. Combined, these provide more headroom at lower
cost than the current OD-only approach.

Part 4 is complete. Chapter 21 begins Part 5: People, Operations, and the organisational chaos
that silently costs Brightline money every month.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Overdraft: flexible, expensive (13-18%), bank can withdraw. Best for short-term
unpredictable gaps.

Cash Credit: structured against 75% receivables + 50% inventory. Cheaper (11-14%).
Drawing power changes monthly.

Invoice Discounting: advance 80-85% against an invoice immediately. Customer does
not know. Effective cost 18-26% p.a.

Factoring: factor collects from customer directly. Customer knows. Slightly higher cost
than discounting.

Drawing power for CC = (75% x Receivables) + (50% x Inventory). Brightline:
$2,615,625.

Invoice discounting on $1,046K RetailMax invoice: advance $837,000 fee $33,154
effective annual cost ~22%.

Recommended: CC facility for base working capital. Invoice discounting selectively for
large invoices.

Always calculate and compare true annual cost across all financing options before
choosing.

Working capital finance is a bridge while CCC improvement is in progress -- not a
permanent solution.

Lower financing cost = direct profit improvement without operational change.
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NOW YOUR TURN -- TEST YOURSELF

Q1. What is the cheapest source of funding?
Q2. Which is more flexible: overdraft or term loan?

Q3. What is the most expensive funding?

Check yourself: 1. Releasing working capital 2. Overdraft 3. New equity

Loans, EMIs, and the True Cost of Borrowing

What the Monthly Instalment Hides -- and How to Borrow Safely

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com 182



FINANCE FOR BUSINESS OWNERS Ch 21 | Loans, EMIs, and the True Cost of Borr

FINANCE FOR BUSINESS OWNERS | BOOK 1 OF 4

Loans, EMIs, and the True Cost of
Borrowing

What the Monthly Instalment Hides -- and How to Borrow Safely

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Daniel was about to sign for a big loan, focused entirely on one number: the EMI. 'l can
afford the monthly payment,' he said. Suraj slowed him down. "The EMI is what they want
you to look at. The questions that actually matter are how much interest you pay in total,
whether the rate is flat or reducing, and whether your cash can cover it in a bad month --
not just a good one.'

A loan is a tool. Used well, it funds growth that earns more than it costs. Used carelessly -- judged
on the EMI alone -- it quietly drains a business through interest and tightens cash exactly when
things get hard.

An owner does not need to be a banker. But before signing, four things must be clear: the true total
cost, flat versus reducing rate, the EMI breakdown, and whether cash flow can service the debt
under a bad scenario, not just the expected one.

WHAT THIS CHAPTER COVERS

-> Why the EMI is the wrong number to focus on

-> Flat rate versus reducing rate -- the costly difference
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-> What an EMI is really made of
-> Can your cash actually service this debt?

-> Borrowing under best, base, and worst scenarios

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:
* See why the EMI alone is a misleading number

* Tell the difference between flat and reducing interest
* Break an EMI into principal and interest

* Test whether cash flow can service a loan safely

* Stress a borrowing decision across three scenarios

THE ONE QUESTION

On your last loan, did you check the total interest and whether a bad
month could still cover the EMI -- or just whether the monthly figure
‘felt’ affordable?

THE SIMPLE TRUTH

The EMI is designed to feel affordable; it hides the total. A longer tenure shrinks the EMI but can
sharply raise the total interest paid. The right first question is not 'can | pay the monthly?' but 'what
does this loan cost me in full?'

Flat versus reducing rate is where owners overpay. A flat rate charges interest on the original
amount for the whole term; a reducing rate charges only on the outstanding balance. The same
headline percentage can cost far more on a flat basis -- always compare on reducing terms.

An EMI is part principal, part interest. Early on, most of it is interest; only later does principal
repayment dominate. Understanding this shows the real cost of early repayment and why two
loans with the same EMI can be very different deals.
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Most important: can the business service the debt in a bad month? Debt service coverage asks
whether cash comfortably covers the EMI even when sales dip. A loan that is only affordable in a
good month is a trap -- because bad months always come.

SURAJ AT BRIGHTLINE

Suraj re-ran Daniel's loan three ways. The lender's flat-rate quote, converted to a true
reducing-rate cost, was meaningfully higher than it looked. A longer tenure that 'lowered the EMI'
actually added a large sum in total interest. Same monthly comfort, very different real cost.

Then he tested coverage. In a base month, Brightline's cash covered the EMI easily. In a
worst-case month -- a 20% sales dip and a slow-paying customer -- coverage got uncomfortably
tight. The loan was viable, but only if Daniel kept a cash buffer he had not planned for.

Daniel still took the loan, but on reducing-rate terms, a shorter tenure, and with a buffer sized for
the worst case. The borrowing now funded growth instead of quietly draining the business --
because he had looked past the EMI to the numbers that actually decided the deal.

THE VISUAL -- WHAT THI nl

Flat versus reducing cost, the EMI breakdown, and the loan tested across best, base, and worst.

FLAT vs REDUCING -- TH TE, A DIFFERENT COST

Feature Flat rate Reducing rate

Interest charged on Full original amount, whole term Only the outstanding balance
True cost Higher than it looks Lower, and honest

How to compare Convert to reducing first Already comparable

EMI = Principal repayment + Interest on balance

Early EMIs are mostly interest; later EMIs are mostly principal.

3-SCENARIO VIEW: CAN CASH SERVICE THE DEBT?
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LOAN SERVICEABILITY -- NEXT 12 MONTHS

METRIC BEST CASE BASE CASE WORST CASE
Monthly cash for debt $120K $85K $48K

EMI due $60K $60K $60K

Debt-service cover 2.0x 1.4x 0.8x

Verdict Comfortable Manageable Breach -- need buffer

Assumptions: Sales +10% / flat / -20% with one slow-paying customer.
WHY THIS MATTERS
Borrow for growth, not for a payment you can only just make
The EMI is marketed; the total interest and coverage are what matter
Always compare loans on a reducing-rate basis
If only a good month covers the EMI, the loan is a trap

Good debt funds something that earns more than it costs, and survives a bad month.
Test both before you sign.

THE SHIFT -- WHAT DAN FFERENTLY NOW

Before this chapter, Daniel judged a loan by its EMI. After it, he judges it by total cost, true rate,
and whether a worst-case month can still pay it.

After this chapter, Daniel makes three specific changes:

The decision rests on full interest paid and the true reducing rate, not the marketed monthly
figure.

Loans are compared on a reducing-rate basis, where the real cost is honest.

Debt is sized so cash covers it even in a bad scenario, with a buffer.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS
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Before moving to the next chapter, answer these questions about your own business:

1. Take your current loan. Do you know the total interest you will pay over its life -- not just
the EMI? If not, calculate it.

2. Check whether your loan rate is flat or reducing. If flat, convert it to a reducing-rate

equivalent to see the true cost.

3. Stress-test it: if sales fell 20% next month, would cash still cover the EMI? If not, you need
a buffer or a smaller loan.

SURAJ SAYS

SURAJ SAYS

Daniel, the lender will always show you the EMI, because it is the friendliest number in the

deal. Your job is to look at the two numbers they show last -- the total interest, and what

happens in a bad month.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

A loan judged on its EMI alone hides the total cost and the risk. Looking at true rate, total interest,
and worst-case coverage turns borrowing from a quiet drain into a tool for growth.

Brightline took the loan -- but on reducing-rate terms, a shorter tenure, and a buffer sized for the
worst case, so a bad month could not break it.

Next: stepping back to see how all these moving parts -- profit, cash, stock, debt -- come together
on one page the owner can finally read at a glance.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

The EMI is designed to feel affordable and hides the total cost.
A longer tenure lowers the EMI but can sharply raise total interest.

Flat rate charges interest on the full amount; reducing charges on the balance.

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

187



FINANCE FOR BUSINESS OWNERS Ch 21 | Loans, EMls, and the True Cost of Borr

Always compare loans on a reducing-rate basis.

An EMlI is part principal, part interest -- early payments are mostly interest.
Debt-service coverage asks if cash covers the EMI in a bad month, not just a good one.
A loan only affordable in a good month is a trap.

Good debt funds growth that earns more than it costs -- and survives a downturn.

Payroll -- Your Biggest Cost, Your Biggest Lever

Understanding Total Cost of Employees, Payroll Ratios, and the Hire Decision
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Payroll -- Your Biggest Cost, Your Biggest
Lever

Understanding Total Cost of Employees, Payroll Ratios, and the Hire
Decision

BRIGHTLINE o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

Daniel had hired all through the good months, proud of the growing team. Now payroll was
climbing faster than profit, and he lay awake quietly working out which of the people he genuinely
liked he could still afford to keep.

Marcus wanted to hire four more sales representatives. He had calculated the cost:
$405,000 in base salaries.

Daniel brought the proposal to Suraj.
Tell me the total cost of those four hires -- not the base salary. Everything.
Marcus had not calculated anything beyond base salary. Suraj smiled.

That is the conversation we need to have. Salary is the visible cost. The true cost of an
employee is a different number entirely.

WHAT THIS CHAPTER COVERS

-> Base salary versus total cost to company: the full picture

-> Payroll components: benefits, insurance, employer contributions

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

189



FINANCE FOR BUSINESS OWNERS Ch 22 | Payroll -- Your Biggest Cost, Your Big

-> Payroll as a percentage of revenue: the benchmark
-> Revenue per employee: the productivity metric
-> The hire payback calculation: when does a new hire actually pay?

-> Variable versus fixed payroll structure: managing the risk

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:
* Calculate total cost to company for any employee

* Calculate and interpret payroll as a percentage of revenue

* Calculate revenue per employee and compare to industry benchmarks

* Apply the hire payback calculation to Marcus's four-person proposal

* Design a payroll structure with appropriate fixed and variable components

THE ONE QUESTION

What is the true total cost of an employee -- and when does hiring
the next person actually make financial sense?

THE SIMPLE TRUTH

Base salary is typically 60-70% of total employee cost. The remaining 30-40% includes: employer
contributions to retirement/provident funds; health insurance and benefits; annual bonus
provisions; payroll taxes; training and onboarding; equipment, software, and workspace; and
management time to supervise and develop.

The most useful payroll ratio is Payroll as a percentage of Revenue. For manufacturing
businesses like Brightline, the benchmark is typically 15-20% of revenue for direct workforce and
5-10% for management/admin -- total 20-30%. At $2,947,500 on $18M revenue, Brightline's payroll
ratio is 16.4%. Tight and efficient.

Revenue per Employee = Net Revenue / Total Headcount. Brightline: $18,000,000 / 34 =
$529,414 per employee. For manufacturing, this is a meaningful efficiency metric. Improving
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revenue without increasing headcount improves this ratio.

Hire Payback = Total Annual Cost of Hire / Expected Additional Gross Profit Generated. If a sales
hire costs $123,750 total per year and is expected to generate $1,012,500 in new gross margin
annually, payback is 0.12 years -- immediate. If the same hire costs $123,750 and generates
$157,500 in new gross margin, payback is 0.79 years -- still good. If hire costs $123,750 and
generates $84,375: negative ROI.

SURAJ AT BRIGHTLINE

Marcus wants four sales reps at $101,250 base salary each = $405,000 total base. Let us
calculate the true cost.

True cost per rep: $101,250 base. Benefits and insurance: $15,188. Employer contributions:
$12,150. Phone, car allowance: $27,000. Training: $6,750 year 1. Management time
(supervisor opportunity cost): $10,125. Total true cost per rep: $172,462. Four reps: $689,850.

Payback calculation. Each rep is expected to generate $1,575,000 in annual gross revenue at
37% gross margin = $582,750 gross profit. Less the rep's cost: $582,750 - $172,462 =
$410,288 net contribution. Payback: $172,462 / $410,288 = 5.0 months. Good. Proceed.

But: this requires the sales reps to generate $1,575,000 in revenue each within 12 months.
That is an assumption. Ask Marcus: what is the realistic timeframe to full productivity? If it is 18
months, not 12, recalculate at $1,575,000 x (12/18) = $1,051,875 year-1 revenue. Year-1 gross
profit: $389,194. Less cost: $389,194 - $172,462 = $216,731 net contribution. Still positive --
but less compelling. And if the ramp takes 24 months: year-1 revenue $787,500 year-1 gross
profit $291,375. Net: $118,912. The hire makes sense but only barely in year 1.

Recommendation: hire two, not four. Pilot, measure ramp to productivity. If 12-month ramp
holds, hire the remaining two in month 9. This limits downside risk while capturing most of the
upside.

THE VISUAL -- BRIGHTLINE PAYROLL ANALYSIS

True cost per employee, payroll ratios, and the hire payback calculation for Marcus's four-person

sales team proposal.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A PAYROLL IS GROWING FASTER THAN PROFIT.
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X WHAT DANIEL GOT WRONG

Daniel hired all through the good months on optimism, not numbers. When growth slowed, the wage bill

FINANCE FOR BUSINESS OWNERS

didn't -- and it started eating the profit.

WHY THIS MATTERS NOW

When people cost rises faster than the output it produces, every new hire quietly makes the business

weaker, not stronger.

4 OWNER DECISION

Judge your team by revenue and output per head, not headcount. Hire against proven demand, never
against hope.

Track revenue per employee monthly. Don't add a head until output per head justifies the last one.

COMPONENT

Base salary

Benefits and insurance
(15%)

Employer contributions
(12%)

Equipment / phone /
car allowance

Training (year 1)

Management time cost

HIRE PAYBACK
ANALYSIS

Expected gross
revenue per rep

PER

EMPLOYEE

$101,250

$15,188

$12,150

$27,000

$6,750

$10,125

$172,462

$1,575,000/
yr

4 EMPLOYE
ES

$405,000

$60,750

$48,600

$108,000

$27,000

$40,500

$689,850

$6,300,000
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% OF BASE SALARY

100%

15%

12%

27%

7%

10%

170% of base

At 12-month ramp
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COMPONENT PER 4 EMPLOYE % OF BASE SALARY
EMPLOYEE ES
Gross profit at 37% $582,750 $2,331,000
margin
Net contribution per $410,288 $1,641,150 Payback: 5 months
rep
Recommendation Hire 2 more If ramp holds
at month 9

DASHBOARD & DECISION VIEW

TOTAL PAYROLL % OF REVENUE HEADCOUNT REVENUE / EMPLOYEE

$2,948K 16% 34 $529K

PAYROLL BY FUNCTION

B Production 45%

. Sales 25%
B Admin 17%

B Management 13%

REVENUE PER EMPLOYEE ($000)

$120K

$110K
$94K

Brightline Industry Target
avg

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com



FINANCE FOR BUSINESS OWNERS Ch 22 | Payroll -- Your Biggest Cost, Your Big

PEOPLE PRODUCTIVITY

Payroll as % of revenue (lower better) |G 16%
Revenue per head vs target 78%
Payroll as a Cost Payroll as an Investment
* A number to cut * Qutput per person
* Short-term view * Revenue per head
» Misses the point * The real measure

PAYROLL TRACKER B TEMPLATE

Function Headcount Cost Rev/head
Production 16 $1,328K --

Sales 7 $737K $1,350K
Admin 8 $501K -

Total 34 $2,948K $529K

f Watch revenue per head, not just total payroll. People are an investment in output.

PAYROLL TERMS

Total people cost over sales
Output each person supports

Salary plus taxes and benefits

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, headcount decisions at Brightline were made on base salary alone. Marcus
proposed headcount. Daniel approved or declined on gut feel.

After this chapter, Daniel makes three specific changes:

Not base salary. Everything. The 170% multiplier for sales reps means every $101,250 salary
is a $172,462 commitment.

Every proposal for a revenue-generating hire includes: total cost, expected gross profit
contribution, and payback period. Non-revenue hires require a productivity or risk-reduction
rationale.
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Two reps now. Two more in month 9 if the ramp-to-productivity assumption holds. This
approach captures the upside while managing the downside risk of an overestimated sales
ramp.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is your payroll as a percentage of revenue? Is that ratio improving or deteriorating

over time? What does the trend tell you about productivity?

2. For any hire you are considering, what is the total cost to company -- not just the base
salary? What is the expected gross profit contribution? What is the payback period?

3. What is your revenue per employee? Is it improving as you grow, or are you adding
headcount faster than revenue?

SURAJ SAYS

SURAJ SAYS

Marcus, | am not saying do not hire. | am saying hire with the numbers. The four reps
generate $2,328,750 in gross profit if they hit the targets -- that is excellent. But if the ramp
takes 24 months instead of 12, the first-year economics are marginal. The question is not

whether the hires will eventually pay -- it is whether Brightline can sustain the cash

commitment while they ramp. Two now, two in month 9. Same destination. Half the risk.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Payroll is Brightline's largest single cost at $2,947,500 -- 16.4% of revenue. It is also the most
controllable cost. Every hire decision is a multi-year financial commitment that should be evaluated
with the same rigour as any capital expenditure.

The hire payback calculation -- total cost divided by expected gross profit contribution -- turns
headcount decisions from gut feel into quantified business cases. Two reps now and two in month
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9 achieves the same revenue target with half the up-front risk.

Chapter 22 covers operations finance: the financial numbers that live inside Lisa's factory and
Tom's warehouse that most founders never see in the Profit Report.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Total cost to company = base salary x 1.5-1.7 (including benefits, contributions,
equipment, training, management time).

Payroll ratio = Payroll / Revenue x 100. Brightline: 16.4%. Manufacturing benchmark:
20-30%.

Revenue per employee = Net Revenue / Headcount. Brightline: $529,414.
Hire Payback = Total Annual Cost / Expected Annual Gross Profit Contribution.

Marcus's four-rep proposal: true cost $689,850 expected gross profit $2,331,000
payback 5 months (at 12-month ramp).

If ramp takes 24 months: year-1 net contribution drops to $118,912. Still positive but
marginal.

Pilot approach: hire 2 now, 2 more at month 9 if ramp holds. Same upside, half the risk.

Variable versus fixed payroll: base salary is fixed. Commission is variable. More variable
= less risk in a downturn.

Every revenue-generating hire needs a payback calculation. Every non-revenue hire
needs a productivity/risk rationale.

Payroll decisions are multi-year commitments. Treat them with the same rigour as capital
investment decisions.

NOW YOUR TURN -- TEST YOURSELF

Q1. Payroll was what percent of revenue?
Q2. What was revenue per employee?

Q3. Is payroll best seen as a cost or an investment?

Check yourself: 1. About 16% 2. About $528,750 3. An investment in output

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com 196



FINANCE FOR BUSINESS OWNERS Ch 22 | Payroll -- Your Biggest Cost, Your Big

Operations Finance -- Factory, Warehouse, and Production

Numbers

Translating Operational Metrics into Financial Language

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com
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Operations Finance -- Factory,
Warehouse, and Production Numbers

Translating Operational Metrics into Financial Language

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

The factory ran at seventy-two percent and Daniel had always assumed that was fine. Then he
saw what the idle twenty-eight percent cost him every single month -- fixed overhead he paid for
whether he used it or not.

Lisa Chen and Suraj had never spent much time together. She ran operations. He did
finance. Different worlds.

Suraj arrived at the factory floor at 8 a.m. on a Tuesday. Lisa showed him around.

How many units per shift?

Depends on the line. Line 1: 1,200 units. Line 2: 900 units. Line 3: 1,100 units running at 72%
capacity.

And your wastage rate?
About 3%, down from 3.8% six months ago.

Do you know what that 3% costs in dollar terms?

Lisa had never calculated it. That conversation was why Suraj was on the factory floor.
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WHAT THIS CHAPTER COVERS

-> Capacity utilisation: the financial meaning of the factory's efficiency
-> Unit cost: building the fully-loaded cost of one unit of production

-> Yield and wastage: the P&L; impact of every percentage point

-> Overhead allocation: how factory costs appear in the Profit Report

-> The operations metrics every finance team needs from the factory

-> Connecting Lisa's daily numbers to Daniel's monthly reports

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* Calculate capacity utilisation and its revenue implications
* Build a fully-loaded unit cost for a Brightline product

* Calculate the dollar impact of Brightline's 3% wastage rate

* Explain how factory overhead is allocated to product cost

* Identify the three operational metrics that most directly impact the Profit Report

THE ONE QUESTION

What is the true cost of making one unit at Brightline -- and what
does a 3% wastage rate cost in real dollars?

THE SIMPLE TRUTH

Capacity Utilisation = Actual Output / Maximum Possible Output. A factory running at 72%
capacity is leaving 28% of its fixed cost base generating no revenue. Fixed factory costs -- rent,
equipment depreciation, management salaries -- are incurred regardless of utilisation. The cost of
running at 72% instead of 90% is the fixed cost allocated to the unused 28%.

Unit Cost is the fully-loaded cost of producing one unit. It includes: direct materials (the raw
materials that go into the unit), direct labour (the production workers' time), and overhead allocation

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com 199



FINANCE FOR BUSINESS OWNERS Ch 23 | Operations Finance -- Factory, Warehou

(factory rent, equipment depreciation, utilities -- divided by total units produced). A unit cost
calculated without full overhead allocation understates the real cost and leads to mispriced
products.

Wastage is the percentage of production that fails quality standards or is lost in the process. At
3%, if Brightline needs to produce 1,000 units, it must input 1,031 units of material. The extra 31
units of material cost is pure waste -- it appears in COGS but generates no revenue.

SURAJ AT BRIGHTLINE

Capacity utilisation. Lines 1, 2, and 3. Combined maximum: 3,200 units per shift x 2 shifts x
250 production days = 1,600,000 units per year. Actual production: 1,152,000 units. Utilisation:
72%. At 90% utilisation, production would be 1,440,000 units -- 288,000 more units on
essentially the same fixed cost base.

Fixed factory cost allocated to unutilised capacity: ($2,925,000 total factory fixed cost) x 28%
unused = $819,000 per year of fixed cost generating zero revenue. That is the financial cost of
running at 72%.

Unit cost for Line 1 flagship product (BL-001). Direct materials: $10 per unit. Direct labour: $3
per unit. Factory overhead allocation: $2 per unit (total factory overhead $2,463,750 /
1,152,000 units). Fully loaded unit cost: $16. Selling price: $27. Gross margin per unit: $11
(40.8%).

Wastage cost. 3% wastage on 1,152,000 units = 34,560 units wasted. At a blended raw
material cost of $10 per unit, wastage costs: 34,560 x $10 = $357,694 per year. That is the
dollar cost of 3% wastage. Lisa's improvement from 3.8% to 3% already saved: (0.8% / 3.0%) x
$357,694 = approximately $90,000 per year. Every further 1% reduction in wastage saves
$119,233. This is a direct COGS reduction and gross profit improvement.

THE VISUAL -- BRIGHTLINE OPERATIONS FINANCE DASHBOARD

Key operational metrics converted to financial impact. The numbers Lisa runs in units and hours --
translated into dollars for the Profit Report.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A YOU'RE PAYING FOR A FACTORY YOU ONLY HALF USE.

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com
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Idle capacity is fixed cost you pay whether you produce or not -- it silently inflates the cost of every unit you
do make.

Unused capacity and wastage leak margin every single day, invisibly, on the factory floor where you rarely
look.

Treat spare capacity as your cheapest source of growth -- and wastage as a direct theft from profit.

Measure capacity used and wastage by line each week. Either fill the spare capacity or cut the cost of
carrying it.

OPERATION IMPROVEMENT T/
AL NUMBER
Capacity utilisation 72% (current)  $819,000 fixed Target: 82%. Revenue opportunity:
cost on unused +%$1,620,000/yr
capacity
Unit cost -- BL-001 $16/unit 40.8% gross Cost reduction target: $1/unit
fully loaded margin at $27 sell
price
Wastage rate 3.0% $357,694/year in Target: 2.0%. Saves $119,233/year

wasted material

Wastage -0.8pp $95,389 COGS Continue improving
improvement saving
achieved

(3.8%->3.0%)

Revenue per $31,252 per $7.82M per shift At 90% utilisation: $9.79M
production shift shift annualised

DASHBOARD & DECISION VIEW
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OPERATIONS DASHBOARD

Factory capacity used 72%

Material yield (1 - wastage) T 7%

On-time production 88%
CAPACITY USED WASTAGE UNITS MADE FACTORY OVERHEAD

72% 3% 1.15M $2,464K

SPARE CAPACITY = FREE GROWTH (UNITS 000S)

1600
1152
448
S Full
Made now cag:éﬁy cap:city
- = N
|
Raw input Production Wastage 3% Finished units
materials in capacity used lost margin 1.15M
IF WE USE SPARE CAPACITY (+20% VOLUME)
METRIC BASE AFTER IMPACT
Units 1.15M 1.38M +230K
Fixed overhead $2,464K $2,464K spread wider
Cost per unit falls falls margin up
PRODUCTION TRACKER B TEMPLATE
Metric Now Target Gap
Capacity used 72% 90% Room to grow
Wastage 3% 1.5% Reduce
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Units made 1.15M 1.44M +290K possible

Factory overhead $2,464K spread wider Lower per unit

f Spare capacity is free growth -- fixed overhead spread over more units lowers cost.

OPERATIONS DISCIPLINE

Ve Capacity reviewed weekly
Wastage tracked by line

Overhead allocated to products

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Lisa and Daniel operated in different languages. Lisa spoke units and shifts.
Daniel spoke dollars and margins. Neither could fully translate into the other's language.

After this chapter, Daniel makes three specific changes:

Capacity utilisation %, unit cost trends, and wastage rate alongside the factory's production
metrics. Finance speaks Lisa's language; Lisa sees the financial impact of her decisions.

Lisa's operational KPI of 3% wastage is given a dollar value: $357,694 per year. Target: 2% by
end of year. Dollar savings: $119,233. This is included in Brightline's P&L; budget as a
planned gross margin improvement.

As production volume changes, the per-unit overhead allocation changes. Higher volume =
lower overhead per unit = better margin. Sarah updates the allocation rate quarterly so product
costing remains accurate.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS
Before moving to the next chapter, answer these questions about your own business:

1. What is your current capacity utilisation? Do you know the dollar cost of the unused

capacity -- the fixed cost allocated to capacity that is not generating revenue?

2. Do you know the fully-loaded unit cost of your core products -- including overhead
allocation, not just direct materials and labour?
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3. What is your wastage or rejection rate in production or service delivery? Have you

calculated its annual dollar cost?

SURAJ SAYS

SURAJ SAYS

Lisa, every percentage point of wastage improvement is a direct gross profit improvement.
Every percentage point of capacity utilisation improvement is a direct fixed cost leverage
improvement. These are not operational metrics -- they are financial levers. The factory floor

is where the Profit Report is made. Understanding the financial language of the decisions you

make every day makes you the most important person in Brightline's margin story.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Operations finance closes the gap between factory metrics and financial reports. Lisa's 3%
wastage rate and 72% capacity utilisation are not just operational numbers -- they are $357,694 in
wasted COGS and $819,000 in under-utilised fixed cost that appear directly in the Profit Report.

Making this translation explicit -- giving Lisa her decisions in dollar terms -- aligns the factory floor
with the financial objectives of the business.

Chapter 23 goes broader: the organisational chaos that happens when departments do not
communicate, and the approval matrix and information discipline that Suraj designs to eliminate it.

CHAPTER RECAP -- 10 THINGS TO REMEMBER
Capacity utilisation = Actual output / Maximum possible output. Brightline: 72%.

Fixed cost on unused capacity: ($2,925K total fixed factory cost) x 28% = $819,000/year
generating zero revenue.

Unit cost = Direct materials + Direct labour + Overhead allocation (total overhead / units
produced).

BL-001 fully loaded unit cost: $16. Selling price: $27. Gross margin per unit: $11
(40.8%).
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Wastage cost: wastage rate x units produced x material cost per unit.

Brightline 3% wastage: $357,694/year. Each 1% improvement saves $119,233 directly
from COGS.

Wastage improvement from 3.8% to 3.0% saved $95,389 -- a direct gross margin
improvement.

Operations and finance speak different languages. Translation is management's job.

Overhead allocation rate changes as volume changes -- review quarterly to keep product
costing accurate.

The factory floor is where the Profit Report is made. Operations decisions are financial
decisions.

NOW YOUR TURN -- TEST YOURSELF

Q1. What percent of factory capacity was used?
Q2. What was the wastage rate?

Q3. Why does spare capacity matter?

Check yourself: 1. 72% 2. 3% 3. Growth at little extra fixed cost

The Chaos Tax -- When Departments Do Not Talk to Each Other

The Dollar Cost of Silos -- and the System That Fixes Them

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com
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The Chaos Tax -- When Departments Do
Not Talk to Each Other

The Dollar Cost of Silos -- and the System That Fixes Them

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

Sales promised a date. Production could not hit it. Freight went express. Tom worked the weekend.
Nobody told finance. The order shipped -- and quietly lost money. The same thing happened, in
some form, every week.

Suraj asked Daniel for one thing before their session: a list of decisions made in the last
quarter that had surprised the finance team.

The list was longer than Daniel expected. Marcus had extended 90-day credit to a new customer
without approval. Tom had placed a $270,000 inventory order based on a sales forecast that
Marcus had revised three weeks earlier but not shared. Sarah had produced the October
management report based on September data because no one had told her the October figures
were ready.

This is what | call the Chaos Tax. Every business pays it. The question is how much, and
whether you are aware of it.

Let me calculate Brightline's Chaos Tax for the last year.

WHAT THIS CHAPTER COVERS

-> What the Chaos Tax is and how it accumulates
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-> Sales versus Finance conflicts: the credit and terms gap

-> Operations versus Finance: the inventory forecast disconnect

-> Information silos: when the right hand does not know what the left hand decided
-> The Approval Matrix: who can authorise what amount

-> The information calendar: when information moves, to whom, and in what format

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Calculate the dollar cost of inter-department communication failures

* Design an approval matrix appropriate for Brightline's size

* Design an information calendar that eliminates the most common data gaps

* Understand why silos form and why they persist without deliberate intervention

* Build the minimum viable communication system for a 34-person business

THE ONE QUESTION

What does it cost Brightline when departments make decisions
without informing each other -- and what is the minimum system
that fixes it?

THE SIMPLE TRUTH

Every organisation has information that lives in one department and affects decisions in another.
When that information does not move -- when Sales does not tell Finance about new credit terms,
when Operations does not tell Finance about inventory adjustments, when Finance does not tell
Sales about customer credit limits -- the result is a cascade of sub-optimal decisions. Each
decision looks reasonable in isolation. Together, they create waste.

The Chaos Tax has three components: Rework cost (decisions that must be reversed or corrected
when information arrives late); Opportunity cost (better decisions that were not made because
the right information was not available); and Direct financial cost (financing costs from
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unexpected cash draws, write-downs from over-purchased inventory, and credit losses from
un-approved terms).

An Approval Matrix answers: who in the organisation can authorise spending or commitment
decisions up to what amount? Without one, authorisation happens by seniority, by habit, or by
whoever happens to be available. With one, every commitment is either within someone's authority
or requires escalation to the right level.

SURAJ AT BRIGHTLINE

Let me total the Chaos Tax for the last twelve months.

Marcus extended 90-day credit to Nexus Retail without Finance approval. Nexus is now 45
days overdue on $360,000. Brightline is financing $360,000 at 15% OD rate for approximately
3 extra months while the collection is being managed: $360,000 x 15% x (3/12) = $13,500 extra
financing cost. Plus Sarah's time on collection management: $4,500. Total: $18,000 from this
single decision.

Tom's double inventory order. Ordered 1,800 units of a new SKU based on an unrevised
forecast. Actual demand: 600 units in the quarter. 1,200 units now in dead stock at $236 per
unit = $283,500. Carrying cost at 15% = $42,525 per year until cleared. Mark-down to clear:
estimated 25% = $70,875 loss. Total cost of the communication failure: $113,400.

Sarah's late reports: two management meetings ran on prior-month data. Decision on
marketing spend: extended a campaign by 6 weeks based on data that turned out to be
incorrect when the current month report arrived. Marketing overspend: $47,250.

Total Chaos Tax for the year: $18,000 + $113,400 + $47,250 = $178,650. That is more than
the annual salary of a full-time coordinator. And this is a 34-person business. | have seen the
Chaos Tax reach $1,125,000 in a 200-person business.

THE VISUAL -- BRIGHTLINE APPROVAL MATRIX AND INFORMATION CALENDAR

The two tools that eliminate Brightline's Chaos Tax: who can authorise what, and when information
moves between departments.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A EVERY WEEK, CHAOS QUIETLY EATS YOUR MARGIN.

X WHAT DANIEL GOT WRONG
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Sales promised, production scrambled, freight went express, Tom worked the weekend, and nobody told
finance. The order shipped and lost money -- and it happened again the next week.

WHAT THIS MEANS FOR YOU

When departments don't share one set of numbers, the gaps get filled with rush costs, overtime, and
stockouts. That hidden bill is the chaos tax.

4 OWNER DECISION

Connect sales, operations, and finance to one source of truth. The chaos tax is optional -- but only once
you fix the silos.

Pick one recurring fire-drill -- rush freight, overtime, stockouts -- trace its true monthly cost, then kill the
cause.

DECISION / AUTHORISER WHAT IS NEEDED
COMMITMENT
Any operating $14,062 Department Receipt + verbal record
expense head
$14,068 to $84,375 $84,375 Dept head + Written request + 2 quotes
Finance
$84,381 to $281,250 $281,250 CEO + Business case + model
Finance
Above $281,250 >$281,25  CEO + Board Full model + scenarios + board sign-off
0 review

Customer credit terms

Standard (30-45 days) Any Sales director Within credit policy
to $141K approved
customer
Non-standard (60+ Requires CEO +
days) or >$141K approval Finance

Inventory orders
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Within approved Any Operations Aligned to 4-week sales forecast
forecast amount manager

Outside approved >$56K CEO + Sales +  Revised forecast required first
forecast variance Finance

DASHBOARD & DECISION VIEW

Sales Production Extra cost Margin quietly

overpromises scrambles incurred lost

no finance check rush + overtime the chaos tax invisible leak

Siloed Business Connected Business
* Departments guess * One set of numbers

« Firefighting daily * Plan, not panic

» Margin leaks * Margin protected

THE HIDDEN COST OF CHAOS ($000)
$231K

$191K
T—

BidEnTs. BET

$124K

le:'Sh Overtime Stockouts Write-offs
reight
WHERE CHAOS COSTS MOST
T Cost Impact
Rush orders Stockouts: fix first
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Minor reworks Overtime spikes

Frequency —

Departments do not share numbers

!

I Each optimises alone

root cause

local wins, global loss

Hidden costs pile up

the chaos tax

One source of truth fixes it

connect the data

FROM CHAOS TO CONTROL

X One shared set of numbers

Sales checks stock before promising
Production plans from real demand

X Finance sees it all in one place

THE CHAOS TAX

Hidden cost of teams not sharing data
Premium freight and overtime to fix gaps
A single source of truth everyone trusts

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Brightline had no approval matrix and no information calendar. Decisions were
made by whoever was available, with whatever information they happened to have.

After this chapter, Daniel makes three specific changes:

Printed and distributed to all department heads. Each person knows exactly what they can
decide alone, what requires a counter-signature, and what requires escalation. No ambiguity.
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Sales shares the revised 4-week forecast. Operations confirms production plan aligned to
forecast. Finance shares the cash position and any credit concerns. 30 minutes. Every week.
Same four people.

Tom cannot place an order for more than $56,250 without a sales forecast signed off by
Marcus in the last 14 days. One rule. Eliminates the double-ordering problem permanently.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is your Chaos Tax for the last twelve months? List three decisions made by one

department that surprised another department -- and estimate the financial cost of each.

2. Does your business have an approval matrix? If not, who can currently authorise a
$168,750 commitment -- and what happens if that person is unavailable?

3. What information do your departments routinely need from each other but do not reliably
receive? What is the cost of that information gap in rework, delay, or wrong decisions?

SURAJ SAYS

SURAJ SAYS

Daniel, every business pays a Chaos Tax. The question is whether you are measuring it. A
$178,650 annual Chaos Tax at 34 people is high -- but it is fixable with two sheets of paper:
the Approval Matrix and the Information Calendar. The 30-minute Monday meeting costs you

and your four department heads two-and-a-half hours per week. The Chaos Tax costs you

$178,650 per year. That is a 12x return on the meeting. And it gets better every quarter as the

discipline builds.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION
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The Chaos Tax is the cost of decisions made without the right information in the right hands at the
right time. At Brightline it totalled $178,650 in one year -- from three easily preventable failures.

The Approval Matrix and the weekly information meeting do not require a software system, a
consultant, or a restructuring. They require discipline and a decision to implement.

Chapter 24 covers the financial lens that reveals which customers and which products are actually
making Brightline money -- because some of the most visible revenue contributors are the least
profitable.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

The Chaos Tax is the financial cost of inter-department communication failures: rework,
opportunity cost, and direct financial loss.

Brightline Chaos Tax for the year: $178,650 from three preventable failures.

Marcus's unauthorised credit extension: $18,000 extra financing and collection cost.
Tom's double inventory order: $113,400 in dead stock, carrying cost, and mark-down.
Sarah's late reports: $47,250 in marketing overspend from decisions on stale data.

Approval Matrix: four levels. $14K (dept head), $84K (dept head + finance), $281K (CEO
+ finance), $281K+ (board).

Customer credit above $141K or beyond standard terms: requires CEO and Finance
approval.

Inventory orders outside the approved 4-week forecast: require revised forecast before
placement.

30-minute Monday meeting: Sales forecast, Operations plan, Finance cash position.
Same four people. Every week.

The Chaos Tax grows as the business grows -- without deliberate process design, it
compounds.

NOW YOUR TURN -- TEST YOURSELF

Q1. What is the 'chaos tax'?

Q2. Name one chaos-tax cost.
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Q3. What cures the chaos tax?

Check yourself: 1. Hidden costs of departments not sharing numbers 2. Rush freight, overtime, or stockouts 3. One shared source of
truth

Behavioural Finance: Why Numbers Get Ignored

The Real Reason Owners Make the Same Mistakes Twice
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Behavioural Finance: Why Numbers Get
Ignored

The Real Reason Owners Make the Same Mistakes Twice

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Suraj had handed Daniel the numbers three times. Three times Daniel had nodded,
agreed, and then done exactly what his gut told him -- carried the loss-making line, chased
the flashy customer, held the dead stock. 'The problem was never that you did not have
the numbers,' Suraj said. 'lt is that the human brain is wired to ignore them.'

Behavioural finance is the study of why people make money decisions that the numbers clearly
argue against. It is not stupidity. It is wiring: loss aversion, sunk cost, anchoring, overconfidence,
the pull of the present over the future.

For an owner, knowing these biases is half the battle. The other half is designing simple rules so
the business decides well even when the brain wants to decide badly.

WHAT THIS CHAPTER COVERS

-> Why having the numbers is not enough
-> The biases that distort owner decisions
-> Loss aversion, sunk cost, anchoring, overconfidence

-> Present bias -- why the future loses to today
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-> Designing rules that beat the biases

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Understand why owners ignore data they already have

* Name the main biases that distort financial decisions

* Spot these biases in your own past choices

* See how present bias sabotages long-term value

* Build simple rules that decide well despite the wiring

THE ONE QUESTION

What is one decision you keep making the same way, even though
the numbers have told you not to?

THE SIMPLE TRUTH

Loss aversion makes a loss hurt about twice as much as the same-size gain feels good. So owners
hold dead stock and dying products to avoid 'booking' the loss -- and the slow bleed costs far more
than the clean cut would have.

Sunk cost keeps people throwing money after money already spent: 'we have invested too much to
stop now'. The money already gone is irrelevant to the next decision, but the brain refuses to let it

go.

Anchoring fixes the mind on the first number it sees -- last year's price, the original quote -- so
judgement drifts around an arbitrary peg. Overconfidence then convinces the owner their gut beats
the data, especially after a lucky run.

Present bias is the quiet killer: today's comfort beats tomorrow's value, so the hard but profitable
choice keeps getting postponed. The defence against all of this is not willpower -- it is rules: pre-set
thresholds, regular reviews, and decisions made on the number, not the mood.

SURAJ AT BRIGHTLINE
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Suraj walked Daniel back through his own decisions and named the bias behind each. The carried
loss-making line: loss aversion. The over-built warehouse he would not abandon: sunk cost. The
flashy customer he over-served: anchoring on their big first order. Daniel recognised every one.

Rather than ask Daniel to 'try harder', Suraj built rules. Any product below a set margin for two
quarters gets reviewed automatically. Any spend above a threshold needs the number, not a
hunch. The monthly MIS forces a cold look before the mood takes over.

The biases did not disappear -- they never do. But the rules now caught them. Daniel's decisions
stopped depending on whether he was feeling bold or cautious that day, and started depending on
what the numbers actually said.

THE VISUAL -- WHY GOO

The biases behind common owner mistakes -- and the simple rule that beats each one.

THE BIAS BEHIND THE M <E
Bias The business mistake The rule that beats it
Loss aversion Holding dead stock / dying Auto-review below set margin
products
Sunk cost "Too invested to stop now' Decide on next dollar, ignore
spent
Anchoring Stuck on last year's price/quote Re-price from current cost +
market
Overconfidence 'My gut beats the data' Big spend needs the number, not
a hunch
Present bias Postponing the hard, profitable Fixed monthly review forces the
choice look

KEY INSIGHT

THE CORE TRUTH

Having the numbers is not the problem. The brain is wired to override them. Rules -- not willpower

-- are what make a business decide well on a bad day.
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WHY THIS MATTERS

Your worst decisions are predictable -- so they are preventable
Each bias produces a specific, repeatable mistake
You cannot delete the wiring, but you can design around it
A pre-set rule decides coldly when the mood would decide badly

The owner who knows their biases and rules around them beats the one relying on
discipline alone.

THE SHIFT -- WHAT DAN

Before this chapter, Daniel blamed himself for repeating mistakes. After it, he understands the

wiring behind them -- and rules around it.

After this chapter, Daniel makes three specific changes:

Good decisions are protected by pre-set thresholds and reviews, not by trying harder each

time.

Decisions look forward at the next dollar, not backward at money already gone.

The monthly review forces a cold look before the day's mood takes the wheel.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Name one product, customer, or asset you are holding mainly because letting go would

feel like admitting a loss. That is loss aversion.

2. Find a decision where you said 'we've come too far to stop'. Re-decide it on the next dollar

only, ignoring what is already spent.
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3. Pick your most repeated mistake and design one rule that would catch it automatically

next time.

SURAJ SAYS

SURAJ SAYS

Daniel, you are not bad with money. You are human with money. The trick is not to fight the

wiring every day -- it is to build a few rules so the business decides well even when you are

tired, proud, or scared.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Behavioural finance explains why owners ignore numbers they already have -- loss aversion, sunk
cost, anchoring, overconfidence, present bias -- and why the cure is rules, not willpower.

Once Daniel saw the bias behind each repeated mistake, simple rules began catching them, and
his decisions stopped swinging with his mood.

Next: one of the biggest risks a trusting owner carries -- protecting the cash itself, through fraud
awareness and basic controls.

CHAPTER RECAP -- 10 THINGS TO REMEMBER
Having the numbers is not enough -- the brain is wired to override them.
Loss aversion makes losses hurt twice as much as gains feel good.
Sunk cost throws money after money already spent and gone.
Anchoring fixes judgement on the first number seen.
Overconfidence convinces owners their gut beats the data.
Present bias trades tomorrow's value for today's comfort.

Each bias produces a specific, repeatable, preventable mistake.
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Rules -- thresholds and reviews -- beat the biases; willpower does not.

Fraud and Cash Controls

Trust Is Not a Control -- Protecting the Money You Worked to Make
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Fraud and Cash Controls

Trust Is Not a Control -- Protecting the Money You Worked to Make

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

When Suraj suggested basic cash controls, Daniel bristled: 'l trust my people.' Suraj did
not argue the point. 'l am sure you do, and most of them deserve it,' he said. 'But trust is
not a control. Controls are not about suspecting people -- they are about removing the
temptation and the opportunity, so good people stay good and the one bad actor gets
caught.'

Most small-business fraud is not a dramatic heist. It is small, quiet, and committed by a trusted
insider over months or years -- skimmed cash, a fake vendor, a ghost on payroll, padded
expenses.

The defence is not suspicion; it is a handful of simple controls that any owner can run. They cost
almost nothing and they protect the cash an owner worked years to earn.

WHAT THIS CHAPTER COVERS

-> Why trust is not a control
-> The common frauds in a small business
-> Segregation of duties -- the master control

-> The simple checks: maker-checker, bank rec, surprise counts
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-> Building controls without insulting your team

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:
* Understand why trust alone cannot protect cash
* Recognise the common small-business frauds

* Apply segregation of duties to key money tasks

* Run the simple controls that catch most fraud

* Introduce controls without damaging team morale

THE ONE QUESTION

If one trusted person in your business wanted to quietly take
money, how long before you would notice -- and how?

THE SIMPLE TRUTH

Most fraud needs three things: pressure, rationalisation, and opportunity. An owner cannot control
the first two, but controls remove the third. Take away the opportunity and the temptation has
nowhere to go.

The common frauds are mundane: cash skimmed before it is recorded, payments to a fake vendor
the fraudster controls, a 'ghost' employee on payroll, expenses padded or duplicated. Each works
only when one person controls a process end to end.

Segregation of duties is the master control: the person who approves a payment should not also
raise it and record it; whoever handles cash should not also reconcile the bank. Split the steps and
fraud requires collusion, which is far rarer.

Then the simple checks: maker-checker on every payment, a monthly bank reconciliation done by
someone independent, surprise cash counts, and approvals above set limits. None of this insults a
good team -- framed as protecting everyone, it is simply how a serious business runs.

SURAJ AT BRIGHTLINE
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Suraj mapped Brightline's money flows and found the classic gap: one person raised, approved,
and recorded supplier payments, and also reconciled the bank. No malice required -- just an open
door. He split the steps so no single person controlled a payment end to end.

He added a monthly bank reconciliation done independently, maker-checker above a threshold,
and an occasional surprise petty-cash count. Daniel worried it would offend the team. Suraj framed
it as protection for them too: now no honest employee could ever be wrongly suspected.

Nothing dramatic surfaced -- which was the point. The controls were not an accusation; they were
a lock on a door that had been standing open. Daniel slept better knowing the cash he had fought
to earn was no longer one quiet temptation away from walking out.

THE VISUAL -- WHERE TI

The common small-business frauds, their warning signs, and the simple control that shuts each
one.

THE FRAUD, THE RED FL , THE CONTR

Common fraud Warning sign The simple control
Cash skimmed pre-record Cash sales dip unexplained Record at point of sale + surprise
counts
Fake / inflated vendor New vendor, round sums, one Vendor approval +
approver maker-checker
Ghost employee Payroll up, headcount flat Independent payroll review
Padded / duplicate expenses Repeat amounts, weak receipts Approval + receipt match

KEY INSIGHT

THE MASTER CONTROL

Segregation of duties: the person who raises a payment should never also approve, record, and
reconcile it. Split the steps and fraud needs collusion -- which is rare.

WHY THIS MATTERS

Controls protect the honest, not just catch the dishonest

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com



FINANCE FOR BUSINESS OWNERS Ch 26 | Fraud and Cash Controls

Most fraud is small, quiet, and committed by a trusted insider
Remove the opportunity and good people stay good
Controls mean an honest employee can never be wrongly blamed

Trust your people. And reconcile the bank. Both are true, and a serious business does
both.

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel relied on trust alone. After it, he relies on trust plus a few quiet controls

that protect everyone.

After this chapter, Daniel makes three specific changes:

Trust stays, but the opportunity for fraud is removed by design.

No single person raises, approves, records, and reconciles the same money.

An independent monthly bank rec turns 'l hope it's fine' into 'l know it is'.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. List who raises, approves, records, and reconciles payments in your business. If it is
mostly one person, that is your open door.

2. When was your bank account last reconciled by someone other than the person who pays

the bills? If never, start this month.
3. Pick one control from this chapter -- maker-checker, surprise count, independent rec --

and put it in place this week.

SURAJ SAYS
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SURAJ SAYS

Daniel, controls are not an accusation against your team. They are a lock on a door. You lock

your house not because you suspect your neighbours, but because an open door tempts

even good people on a bad day.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Cash controls protect the money an owner worked to earn -- not by suspecting people, but by
removing the opportunity through segregation of duties and a few simple checks.

At Brightline, splitting payment steps and adding an independent reconciliation closed an open
door quietly, protecting both the cash and the honest team around it.

Next: when the business needs outside money, understanding the loans, EMIs, and interest that
come with it -- before signing.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Trust is not a control -- frau-d needs oppbrfunity, and controls remove it.

Most small-business fraud is small, quiet, and by a trusted insider.

Common frauds: cash skimming, fake vendors, ghost payroll, padded expenses.

Each works only when one person controls a process end to end.

Segregation of duties is the master control -- split raise/approve/record/reconcile.
Simple checks: maker-checker, independent bank rec, surprise counts, approval limits.
Controls protect the honest team, not just catch the dishonest one.

Trust your people and reconcile the bank -- a serious business does both.

Customer and Product Profitability -- Not All Revenue Is Equal
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Customer and Product Profitability -- Not
All Revenue Is Equal

Building the Customer P&L; and Product P&L; That Tell the Real Story

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

RetailMax was Daniel's biggest customer and his proudest logo on the wall. The day he finally
costed it properly -- discounts, freight, slow payment -- he discovered it was also one of his least
profitable. The pride curdled.

Marcus walked into Daniel's office with the quarterly revenue report. RetailMax had hit
$3,150,000 for the quarter. Their biggest quarter ever.
Daniel took the report to Suraj.
Good top line. Now tell me the gross profit RetailMax generated in that quarter.
Daniel called Sarah. She ran the calculation. Gross profit from RetailMax for the quarter: $519,750.

16.5% gross margin. On 12% trade discount, 60-day credit (financed at 15% OD rate), 2.1%
return rate, and dedicated delivery runs. RetailMax is not Brightline's most profitable customer.
It may not even be your third most profitable. Let me show you the full picture.

WHAT THIS CHAPTER COVERS

-> Why blended revenue masks customer and product profitability

-> Building a Customer P&L;: the costs that belong to each customer
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-> The four cost adjustments that reveal true customer profitability
-> Building a Product P&L;: contribution by line, not just by revenue
-> The action implications of knowing which customers and products to grow, reprice, or exit

-> How to present this information without damaging customer relationships

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Build a Customer P&L; for Brightline's top accounts

* Calculate the four profitability adjustments (trade discount, credit cost, return cost, delivery
cost)

* Build a Product P&L; showing contribution margin by product line

* ldentify which customers and products to grow, reprice, or exit

* Understand why revenue rank is not the same as profit rank

THE ONE QUESTION

When all the real costs of serving each customer are included,
which of Brightline's customers is actually the most profitable?

THE SIMPLE TRUTH

Revenue rank and profit rank are almost never identical. The largest customer by revenue is rarely
the most profitable by gross margin. This is because customers have different terms, different
service requirements, different return rates, and different credit profiles. A customer who orders
$5.62M annually but requires 15% trade discount, 90-day terms, dedicated service, and has a 4%
return rate may generate less profit than a customer who orders $1,687,500 at full price, pays in 30
days, and has zero returns.

A Customer P&L; adjusts gross revenue for four cost layers specific to each customer: Trade
Discount (price reduction from list). Credit Cost (financing cost of carrying the receivable at the
customer's payment terms). Return Cost (handling and restocking cost for goods returned).
Customer-specific delivery cost (dedicated runs, special packaging, EDI costs).
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A Product P&L; calculates the contribution margin for each product line: Revenue minus Variable
Cost (direct materials, direct labour, variable overhead) = Contribution Margin. Products with the
highest contribution margin per unit and the highest sales volume are the ones to grow. Products
with low contribution margin and high handling complexity are candidates for repricing or exit.

SURAJ AT BRIGHTLINE

Let me build Brightline's top customer ranking by true profitability.

RetailMax: gross revenue $5,760,000. Trade discount (12%): -$691,200. Net revenue:
$5,068,800. COGS (65% of net): $3,294,720. Gross profit before adjustments: $1,774,080
(35% on net, 30.8% on gross). Credit cost (78-day average DSO on $1,046K average at 15%):
-$120,656. Return cost (2.8% return rate): -$141,924. Dedicated delivery runs: -$162,000. True
gross profit: $1,349,499. True gross margin on gross revenue: 23.4%.

Mid-market accounts (10 customers, $4,320,000 gross revenue combined). No trade discount.
38-day DSO. 0.4% return rate. Standard delivery included in margin. COGS (63% of revenue).
True gross margin: 36.8%.

Small independents (18 customers, $3,600,000 gross revenue). No trade discount. 28-day
DSO. Near-zero returns. Self-collect orders. True gross margin: 41.2%.

The table: RetailMax at $5,760,000 gross revenue generates $1,349,499 true gross profit --
23.4% margin. The 28 smaller customers at $7,920,000 combined revenue generate
$3,263,040 -- 41.2% margin. More than double Brightline's total revenue in the RetailMax
account would be required to generate the same gross profit as the smaller customers.

THE VISUAL -- BRIGHTLINE CUSTOMER PROFITABILITY -- TRUE RANKING

Revenue rank versus true profit rank. The adjustments that reveal where Brightline's gross profit
actually comes from.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A YOUR BIGGEST CUSTOMER MIGHT BE YOUR LEAST PROFITABLE.

X WHAT DANIEL GOT WRONG

Daniel chased the RetailMax logo for the prestige. When he finally costed it -- discounts, freight, 78-day
terms -- it sat near the bottom for profit.
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Not all revenue is equal. One big, thin, slow-paying customer can swallow the profit that all your better
customers worked to earn.

4 OWNER DECISION

Rank customers and products by profit, not revenue. Then fix, reprice, or fire the ones that destroy margin.

Fully cost your top five customers. Renegotiate or walk away from any that don't clear your margin floor.

CUSTOMER GROSS TRUE GROSS TRUE PROFIT RANK
GROUP REVENUE PROFIT MARGIN
RetailMax $5,760,00 $1,349,499 23.4% 3rd

0
Mid-market (10 $4,320,00 2nd $1,589,760 2nd
accounts) 0
Small $3,600,00 3rd $1,483,200 41.2% 1st

independents (18) 0

Adjustments vs

list price

RetailMax: Trade 12% -$691,2
discount 00
RetailMax: Credit 21% -$120,6
cost (78-day DSO) 56
RetailMax: Returns 2.8% -$141,9
(2.8%) 24
RetailMax: Fixed -$162,0
Dedicated delivery 00
Total RetailMax 16.9% -$1,115,
adjustments 781

DASHBOARD & DECISION VIEW

CUSTOMER VALUE MAP
T Margin
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Grow these Best: protect
Fix or fire Nurture
Revenue —

PROFITABILITY BY CHANNEL

Revenue Share Gross Margin Net Margin
RetailMax largest low thin
Mid-market medium good solid
Independents small high best

NET MARGIN BY CHANNEL (%)

1%

7%

2%

RetailMax Mid-market Independents

RETAILMAX: LIST PRICE TO POCKET ($/UNIT)

$100 -$12
— 55
I 54
|
List price Volume Freight Slow-pay Pocket
discount cost margin
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Big But Thin Small But Rich

* RetailMax: huge revenue * Independents: less revenue
» Low net margin * Best net margin
« Slow to pay » Pay on time

CUSTOMER PROFITABILITY B TEMPLATE

Channel Revenue Net margin Rank
RetailMax $7,200K 2% Thin

Mid-market $6,300K 7% Solid
Independents $4,500K 1% Best

Blended $18,000K 4.5% =

f Rank customers by profit, not revenue. The biggest account is often the thinnest.

PROFITABILITY TERMS

Profit after product cost
Profit after serving that customer

Discounts, freight, slow payment

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Marcus celebrated RetailMax as Brightline's most important customer.
Revenue numbers were the proof. Daniel agreed.

After this chapter, Daniel makes three specific changes:

Revenue, trade discount, credit cost, return cost, delivery cost. True gross profit. True gross
margin. He runs this quarterly and uses it to guide commercial decisions -- not monthly
revenue reports alone.

Not 'RetailMax is our best customer.' But: 'RetailMax generates 23.4% true margin versus
41.2% from smaller accounts. What would a 3% trade discount reduction mean for the
relationship -- and how much margin would we recover?'

These accounts have 38-41% true margins versus 23.4% from RetailMax. Growing this
segment by $1,125,000 adds more profit than growing RetailMax by $3,375,000.

YOUR TURN
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YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Who is your largest customer by revenue? Do you know their true gross margin after

accounting for discounts, payment terms, returns, and any customer-specific service costs?

2. Which customer generates the most gross profit in absolute dollar terms? Is it the same
customer who generates the highest revenue? If not, why not -- and what does that tell you
about your commercial strategy?

3. Do you have any product lines where you know the revenue but have never calculated the
true contribution margin including all variable costs?

SURAJ SAYS

SURAJ SAYS

Daniel, RetailMax is an excellent revenue account. But excellent revenue and excellent profit
are not the same thing. You are giving RetailMax 12% discount, financing their purchase for
78 days, managing their returns, and running dedicated delivery routes -- and ending up with
23.4% true margin. Your 18 smallest customers who self-collect, pay in 28 days, and return

almost nothing are generating 41.2%. If you grew the small account segment by 30%, the

gross profit impact would exceed a 50% volume increase with RetailMax. Know your

numbers. Then decide which customers to grow.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Customer and product profitability analysis transforms revenue from a single line into a layered
story. Some revenue is excellent. Some is acceptable. Some, when the true cost of serving the
customer is applied, barely justifies the relationship.

Brightline's small independents generate more absolute gross profit per dollar of revenue than its
largest customer. That is not an argument to exit RetailMax -- it is an argument to reprice the
relationship, reduce the adjustments, and grow the higher-margin segments deliberately.
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Part 5 is complete. Chapter 25 begins Part 6: pricing, growth decisions, banking, ratios, and
valuation -- the big decisions that determine Brightline's future.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Revenue rank and profit rank are almost never the same. Know both.

Customer P&L; adjustments: Trade Discount, Credit Cost, Return Cost,
Customer-specific Delivery.

RetailMax: $5,760,000 gross revenue, $1,349,499 true gross profit, 23.4% true margin.
Revenue rank 1st, profit rank 3rd.

Small independents: $3,600,000 gross revenue, $1,483,200 true gross profit, 41.2% true
margin. Revenue rank 3rd, profit rank 1st.

Growing small accounts by $1,125,000 adds more profit than growing RetailMax by
$3,375,000.

The commercial conversation with RetailMax: present the economics, propose reducing
adjustments, or price them in.

Product P&L;: Revenue minus all variable costs = Contribution Margin. Rank by CM per
unit and total CM.

High revenue, low margin product: reprice or exit. High margin, low revenue product:
promote and grow.

Customer profitability analysis is quarterly. Monthly revenue reports are too short-term to
include all adjustments.

The goal is not to fire low-margin customers. It is to improve their economics or shift
growth toward higher-margin accounts.

NOW YOUR TURN -- TEST YOURSELF

Q1. Which channel had the best net margin?
Q2. Was the biggest customer the most profitable?

Q3. What is the key lesson?

Check yourself: 1. Independents 2. No -- RetailMax was thin 3. Not all revenue is equally profitable
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Pricing -- You Are Almost Certainly Charging Too Little

The Price-Cost-Margin-Volume Framework for Every Pricing Decision

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

235



FINANCE FOR BUSINESS OWNERS Ch 28 | Pricing -- You Are Almost Certainly Ch

FINANCE FOR BUSINESS OWNERS | BOOK 1 OF 4

Pricing -- You Are Almost Certainly
Charging Too Little

The Price-Cost-Margin-Volume Framework for Every Pricing Decision

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

For nine years Daniel had set prices by adding a bit to cost and hoping. The day he modelled a
seven percent cut and watched his entire year's profit vanish on the screen, he never again
guessed at a price.

Marcus put a proposal on Daniel's desk. RetailMax wanted to expand to three new store
formats, but only if Brightline gave an additional 8% discount. Volume would increase by
35%.

Marcus had already sent RetailMax a preliminary yes.

Daniel called Suraj before signing anything.

Tell me the gross profit at the current price. Now tell me the gross profit at the new price with
the higher volume. If the second number is higher, take the deal. If it is lower, do not.

Marcus had never done that calculation before sending the preliminary yes.

WHAT THIS CHAPTER COVERS

-> Why founders undercharge: the psychology of pricing

-> The price-cost-margin-volume equation connecting all four variables
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FINANCE FOR BUSINESS OWNERS Ch 28 | Pricing -- You Are Almost Certainly Ch

-> How a discount destroys more margin than it appears to
-> The break-even volume increase needed to justify any discount
-> Price increase strategy: raising prices without losing customers

-> Pricing for margin, not just for revenue

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* Apply the price-cost-margin-volume framework to any pricing decision
* Calculate the break-even volume increase required to justify a discount
* Evaluate Marcus's 8% discount proposal using the framework

* Design a price increase strategy for Brightline's lowest-margin product line

* Distinguish revenue-positive from profit-positive pricing decisions

THE ONE QUESTION

When Marcus proposes an 8% discount for 35% more volume, does
that deal make Brightline more or less money?

THE SIMPLE TRUTH

Pricing is the single highest-leverage financial decision a business makes. A 1% price increase on
$18M of revenue, at constant volume and cost, adds $180,000 directly to gross profit. No additional
headcount. No additional inventory. No additional working capital. Pure profit.

The price-cost-margin-volume relationship works both ways. A price increase improves margin
without requiring volume growth. A price decrease requires volume growth just to maintain the
same absolute gross profit. The question is always: how much volume do | need to gain for the
discount to break even on gross profit?

Break-even volume increase for a discount = Discount% / (Current Gross Margin% -
Discount%). This shows how much additional volume is needed just to maintain the same absolute
gross profit dollars after a price cut. At 37% gross margin and 8% discount: 8% / (37% - 8%) = 8% /
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29% = 27.6% volume increase needed just to break even.

RetailMax is offering 35% volume increase for an 8% discount. The break-even is 27.6%. At face
value the deal is marginally profitable. But only if the gross margin is calculated correctly, including
the credit cost, return cost, and delivery cost adjustments from Chapter 24.

SURAJ AT BRIGHTLINE

Let us run the numbers properly. RetailMax current annual gross revenue: $5,760,000. Current
gross profit after all adjustments: $1,349,499 a 23.4% true margin.

Proposed: 8% additional discount on top of existing 12% = total 20% discount. Volume
increases 35%. New gross revenue: $5,760,000 x 1.35 = $7,776,000. Adjusted for 8%
additional discount: $7,153,920.

True margin at the new price: current 23.4% minus the 8% discount impact = roughly 15.4%
effective margin. True gross profit: $7,153,920 x 15.4% = $1,101,701. Compare to current:
$1,349,499. The deal loses $247,798 in gross profit. Revenue grows by $1,393,920. Profit
declines by $247,798. Marcus's preliminary yes would have been very expensive.

The correct response to RetailMax: the volume increase is welcome, the additional 8%
discount is not possible. We can offer 3% for the volume commitment, which gets true gross
profit to $1,462,179 above current. Or maintain current pricing and grow from 35% volume at
current economics.

THE VISUAL -- THE 8% DISCOUNT DEAL -- ANALYSED

The RetailMax discount proposal evaluated using the full price-cost-margin-volume framework.
Revenue up. Profit down.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A A 7% PRICE CUT WIPES OUT YOUR ENTIRE YEAR'S PROFIT.

X WHAT DANIEL GOT WRONG

For nine years Daniel set prices by adding a bit to cost and hoping. He had no idea how little room he
actually had until he finally modelled it.

IF: You cut price 7% to win volume

THEN THIS HAPPENS BEFORE AFTER
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Revenue

Gross margin
Operating profit
Net profit

Runway

4 OWNER DECISION

$18M
37.0%
$1,710K
$816K

comfortable

Ch 28 | Pricing -- You Are Almost Certainly Ch

$16.76M
32.3%
$450K
-$79K

at risk

Treat price as your single most powerful lever. Model every price change before you make it -- never
guess again.

Build a price-sensitivity table for your main lines and find the floor below which you simply walk away.

SCENARIO GROSS
REVENUE

Current (no change) $5,760,000

8% discount + 35% $7,153,920
volume

$7,384,770
No discount + 35% $7,776,000
volume
Break-even volume 27.6%
at 8% discount needed

TRUE

TRUE

MARGIN GROSS

23.4%

15.4%

19.8%

23.4%

vs 35%
offered

PROFIT

$1,349,499

-$247,798

$1,462,179

$1,818,461

Marginal at
blended
margin

VS CURRENT

Baseline

-18.4% profit

+$112,680

+$468,962

Fails at true margin

Volume needed = Discount% / (Margin% - Discount%))

At true margin: 8% / (23.4% - 8%) = 8% / 15.4%

DASHBOARD & DECISION VIEW
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IF SELLING PRICE DROPS 7%

METRIC BASE AFTER
Revenue $18M $16.76M
Gross margin % 37.0% 32.3%
Operating profit $1,710K $450K
Net profit $816K -$79K
Cash / runway comfortable strained

IMPACT
-$1.24M
-4.7 pts
-$1,260K
into a loss

at risk

IF SELLING PRICE RISES 7%

METRIC BASE AFTER IMPACT
Revenue $18M $19.24M +$1.24M
Operating profit $1,710K $2,970K +$1,260K
Net profit $816K $1,688K +107%
Cash comfortable strong cushion
PROFIT AT DIFFERENT PRICE MOVES ($000 NET PROFIT)
$1688K
$1294K
$816K
g -
ERR
$338K
7% 3% Today +3% +7%
Cost-Plus Pricing Value-Based Pricing
+ Cost + a margin » What it is worth
« Ignores value « Captures value
* Leaves money behind * Higher margin

PRICE POWER CHECK

Customers who would stay at +5% [ —_— 80%

Sales below the margin floor [
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PRICE SENSITIVITY B TEMPLATE

Price move Revenue Net profit Verdict
7% $16.76M -$79K Loss
Today $18M $816K Base
+3% $18.56M $1,294K Strong
+7% $19.24M $1,688K Best

f A price change flows almost entirely to profit. Small moves, huge impact.

PRICING TERMS

Price = cost plus a fixed margin
Price = what it is worth to the buyer

The margin below which you walk away

THE SHIFT -- WHAT DAN

Before this chapter, Marcus could send a preliminary yes to a deal that would have cost Brightline
$247,500 in gross profit, with no model and no calculation.

After this chapter, Daniel makes three specific changes:

juires.a profit.model beig
Revenue, true margin, break-even volume, projected gross profit. Marcus completes the model
before any commitment to the customer.

A quarter where revenue grew 15% and gross profit declined 4% is not a good quarter. He
trains Marcus to present both numbers in every sales review.

If raw material costs rise 5% and prices are not adjusted, gross margin compresses by about
3.2 points. He sets an annual pricing review tied to the cost structure review.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. When did you last increase your prices? Have your input costs increased since then? If

yes, have those increases been passed to customers or absorbed into lower margins?
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2. Use the break-even formula: Discount% / (Margin% - Discount%) = volume increase

needed to break even. Does any proposed discount's volume increase exceed that
threshold?

3. What would happen to your annual gross profit if you raised prices by 3% with zero volume
loss? That number is the benchmark against which every discount should be measured.

SURAJ SAYS

SURAJ SAYS

Daniel, most founders are more afraid of losing a customer than of losing margin. That fear is
understandable. But the mathematics are unforgiving. An 8% discount on a 23% true margin

requires 53% volume growth just to break even on gross profit. When you know that number,

saying no to a bad deal becomes easy. Not because you want to lose the customer, but

because you understand that their growth commitment does not compensate for their

discount demand. Run the model. Then have the conversation.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Pricing is arithmetic before it is a negotiation. The break-even volume calculation tells you,
precisely, whether any discount makes financial sense. If the customer cannot meet the required
volume threshold, the deal destroys profit regardless of how exciting the revenue number looks.

Marcus's 8% discount would have cost Brightline $247,500 in gross profit while growing revenue
by $1,395,000. The 3% counter-offer grows both revenue and profit. That is the deal worth signing.

Chapter 26 applies the same quantitative discipline to growth decisions: the second warehouse,
the new sales team, the new production line, each modelled before commitment.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Pricing is the highest-leverage financial decision. A 1% price increase adds directly to
gross profit with no volume or cost change.

Break-even volume increase = Discount% / (Current Gross Margin% - Discount%).
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Brightline 8% discount at 37% blended margin: break-even volume = 27.6%.
At true margin of 23.4%: break-even volume = 51.9%. Deal fails -- only 35% offered.

Marcus's deal: 35% volume, 8% discount. Result: revenue +$1,395K, gross profit
-$248K. Bad deal.

Counter-offer: 3% discount, 35% volume. Result: revenue +$1,626K, gross profit
+$112K. Good deal.

Always use true margin (after customer adjustments) for pricing decisions, not blended
gross margin.

Price increases should be reviewed annually against input cost inflation.

Revenue growth and profit growth must be tracked separately. Revenue growth that
destroys margin is not growth.

The model removes emotion from the pricing conversation. Build it before you negotiate.

NOW YOUR TURN -- TEST YOURSELF

Q1. A 7% price cut did what to Brightline's profit?
Q2. Which earns higher margin: cost-plus or value pricing?

Q3. A price change flows mostly to which line?

Check yourself: 1. Wiped it c into a loss 2. Value-based pricing 3. Straight to profit

Growth Decisions -- Model Before You Commit

The Financial Framework for Every Expansion Decision
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Growth Decisions -- Model Before You
Commit

The Financial Framework for Every Expansion Decision

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

The second warehouse felt right. Everyone was excited. This time, before signing anything, Daniel
did something he had never done before a big decision in his life: he ran the numbers first, calmly,
on paper.

Daniel had three proposals on his desk. A second warehouse in the southern region:
$2,137,500 capital cost, $157,500 per month in fixed operating costs. Six additional sales
representatives. A new product line requiring $1,575,000 investment.

He had never modelled all three simultaneously. He had always made growth decisions one at a
time, with a mixture of analysis and instinct.

Good. Now let us model all three properly. The question is not just whether each makes sense
individually. It is whether Brightline can fund and execute all three in the same twelve-month
window without creating a cash crisis.

WHAT THIS CHAPTER COVERS

-> The three questions every growth decision must answer

-> Payback period: the most practical measure for founder decisions
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-> Break-even revenue: the minimum that must be true for the investment to work
-> Scenario modelling: bear, base, and bull case
-> Whether to sequence, combine, or defer the three proposals

-> The go / no-go decision framework

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:

* Apply the three-question framework to any growth decision

* Calculate payback period and break-even revenue for a new warehouse

* Build a three-scenario model for a major investment

* Assess Brightline's capacity to fund multiple investments simultaneously

* Make a go/no-go recommendation on all three proposals with quantitative support

THE ONE QUESTION

Which of Brightline's three growth proposals should proceed, which
should wait, and in what sequence?

THE SIMPLE TRUTH

Every growth investment must answer three questions before commitment. Question 1: What is
the payback period? At what point does the investment recover its total cost from the incremental
cash flows it generates? Question 2: What is the break-even revenue? What minimum revenue
must the investment generate to cover its fixed costs? Question 3: What conditions must be
true? What market, operational, and financial assumptions must hold for the investment to
succeed?

The most dangerous growth decisions are those where the conditions-must-be-true list is long and
the conditions are outside the business's control. An investment that requires a specific customer
to commit, a new hire to ramp in 6 months, and a raw material price to stay stable is three risks
stacked on each other.
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Scenario modelling forces the decision-maker to confront the full range of outcomes. The bear
case should answer: if the worst plausible outcome occurs, can we survive it? The base case: if our
central assumptions hold, is the return acceptable? The bull case: if everything goes well, what is
the maximum upside?

SURAJ AT BRIGHTLINE

Second warehouse. Capital cost: $2,137,500. Monthly fixed operating costs: $157,500.
Break-even revenue, assuming 30% contribution margin on new revenue: $157,500 / 0.30 =
$524,998 per month. Base case incremental revenue in year 2: $787,500 per month. Year 2
net cash: ($787,500 x 0.30) - $157,500 = $78,750/month x 12 = $945,000. Payback period:
$2,137,500 / $945,000 = 2.26 years. Acceptable if the revenue case is solid.

Six sales reps. True cost: $1,034,775 total annually (6 x $172,462). Revenue target: each rep
generates $1,575,000 x 37% = $582,750 gross profit. Six reps: $3,496,500 gross profit. Less
cost: $2,461,725 net contribution. Payback: $1,034,775 / $2,461,725 = 5.0 months if ramp is 12
months. Strong.

New product line: $1,575,000 investment. Net burn $145,828/month for months 1-4 as covered
in Chapter 19. Cash flow positive at month 7. Full payback approximately 14 months from
launch.

Can Brightline do all three? Total capital: $2,137,500 + $1,575,000 = $3,712,500. Plus
operating commitment in year 1: $157,500/month warehouse + $86,231/month reps =
$2,924,775/year. Against current annual profit of $815,062 and available cash of $697,500 this
is too much simultaneously. Sequence: Sales reps first (5-month payback, self-funding fast).
New product line next (defined runway). Warehouse in year 2 when cash has recovered.

THE VISUAL -- THREE GROWTH PROPOSALS -- MODELLED

Payback period, break-even revenue, and sequencing recommendation for all three Brightline
growth proposals.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A THE WRONG GROWTH BET CAN COST MORE THAN STANDING STILL.
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Exciting growth ideas always feel right. Without the numbers, 'feels right' is exactly how owners fund
projects that quietly destroy value.

A bad expansion ties up cash and your attention for years -- long before you discover it never actually paid
back.

Model the cash flows and compare the alternatives before committing. Let NPV, not enthusiasm, make the
call.

For your next big bet, project the cash year by year and stress-test the downside before you sign anything.

6 Sales Reps $1,034,775/  $1,575,000/rep/ 5 months GO NOW -- self-funding
yr yr

New Product Line  $1,575,000 $270,000/month 14 moderate burn

by month 7 months
Second $2,137,500 $524,998/month 26 car 2
Warehouse months
Combined Year-1 $4,747,275 Too high for current cash position
cash

commitment

Bear case -- sales $900,000/rep/yr 10 Still acceptable

reps (10mo ramp) months

Bear case -- $123,750/month 24 Acceptable with decision gates
product line by month 7 months

DASHBOARD & DECISION VIEW
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Project the Discount / Compare Then commit
cash payback alternative

year by year is it worth it? best use of capital? never guess
METRIC BASE AFTER IMPACT
Upfront cost $0 $2,138K -$2,138K
Extra annual profit -- $788K builds slowly
Payback - ~3.2 yrs acceptable?
Decision rule -- model first never guess

WHICH GROWTH BETS?

T Return
Quick wins: do now Big bets: plan well
Easy, low value Hard, low value: avoid

Effort / Cost —

THREE GROWTH OPTIONS (NPV $000)
$135K

$96K

$-11K
New product Warehouse Vehicles
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Write down the cash flows

in and out, by year

does it beat the cost?

Compare to alternatives

best use of the money?

I Test payback and return |

Commit only if it wins

model before you leap

INVESTMENT APPRAISAL B TEMPLATE

‘ L

Option Cost Annual return NPV
New product line $1,688K $506K +$135K
Warehouse racking $675K $214K +$96K
Vehicle fleet $1,125K $309K -$11K

f Accept positive-NPV projects; reject negative. NPV beats payback for ranking value.

BEFORE YOU COMMIT

Ve Cash flows projected year by year
Discounted to today (NPV)
Compared to the alternative

X Downside stress-tested

3-SCENARIO VIEW: THE

THE GROWTH BET

METRIC BEST CASE BASE CASE WORST CASE
New-line revenue (yr 1) $2.4M $1.5M $0.6M
Payback period 14 mo 22 mo Never

Verdict Scale fast Proceed, staged Do not commit

Assumptions: Uptake high / moderate / poor against the same upfront spend.

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com 249



FINANCE FOR BUSINESS OWNERS Ch 29 | Growth Decisions -- Model Before You C

Before this chapter, Daniel would have approved all three proposals in the same board meeting, or
declined all from cash anxiety, without quantifying which was strongest.

After this chapter, Daniel makes three specific changes:

Payback period, break-even revenue, three scenarios, conditions-must-be-true. One page,
submitted before any approval conversation.

Fastest payback and lowest initial cash drain goes first. The sales reps fund the product line.
The product line's improved cash position funds the warehouse.

Total new annual cash commitment shall not exceed 50% of projected annual profit without
board review. This prevents simultaneous over-commitment.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is your largest pending growth investment? Have you calculated its payback period
and break-even revenue, or are you relying on intuition?

2. If you stress-tested the investment with a bear case, would it still be survivable? Or would

the downside threaten the base business?

3. Are you considering multiple investments simultaneously? Have you calculated their
combined cash impact in year 1?

SURAJ SAYS

SURAJ SAYS
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Daniel, good growth decisions and bad growth decisions look identical before the model. A

warehouse in a new region feels like an obvious next step. So does a sales team. So does a

new product line. The model does not tell you which is exciting -- it tells you which is
executable. The 5-month payback on the sales reps tells you that decision pays for itself
before the product line even starts generating revenue. That sequencing is invisible from gut
feel. It is only visible when the numbers are in front of you.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Every growth decision deserves a model. Not because models are always right, but because
building one forces clarity about the assumptions, the risks, and the conditions that must hold.

Brightline's three proposals are all sound in isolation. Combined in year 1, they exceed the cash
capacity of the business. Sequenced over 24 months, all three are achievable with manageable
risk.

Chapter 27 covers what banks see when they assess Brightline's creditworthiness, and the three
specific things Brightline can fix to improve its next loan application.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Every growth decision must answer: payback period, break-even revenue, and
conditions-must-be-true.

Payback period = Total Investment / Annual Net Cash Contribution.
Break-even revenue = Fixed Cost of Investment / Contribution Margin Ratio.
Scenario modelling: bear (survivable?), base (acceptable?), bull (maximum upside?).

Sales reps payback: 5 months. New product line: 14 months. Second warehouse: 26
months.

Combined year-1 commitment ($4,747,275) exceeds Brightline's current cash capacity.
Sequencing: Sales reps first, product line Q2, warehouse year 2.

Portfolio limit: new annual cash commitment should not exceed 50% of projected profit
without review.
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The fastest-payback investment funds the next one. Sequencing maximises success
probability.

The model is a framework for understanding risks and conditions -- not a prediction.

NOW YOUR TURN -- TEST YOURSELF

Q1. What should you do before committing to growth?
Q2. What does payback measure?

Q3. Which metric best shows value created?

Check yourself: 1. Model the cash flows 2. Time to recover the cost 3. NPV

What Banks Actually Look At -- And How to Pass

The Banker's Lens on Brightline's Financial Statements
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What Banks Actually Look At -- And How
to Pass

The Banker's Lens on Brightline's Financial Statements

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Daniel walked into the bank to ask for funding the way he always had -- with a good story and a
confident smile. This time he also brought numbers. For the first time, the manager stopped
interrupting him and started listening.

Brightline's expansion loan application had been declined. The bank's letter was two
paragraphs and unhelpfully vague.
Daniel asked Suraj to read the letter and translate what the bank was actually saying.

This says three things without saying them directly. Your DSCR is below their comfort
threshold for the new loan. Your stock statement is out of date. And you have not submitted a
management pack, so the relationship manager has nothing to present internally. All three are
fixable.

Daniel read the letter again. He could not see any of those three things in it.

Banks write application letters in the language of liability management. | will translate.

WHAT THIS CHAPTER COVERS

-> What banks are actually trying to find out
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-> The 5 Cs of credit: Character, Capacity, Capital, Collateral, Conditions
-> DSCR: the single most important ratio for a term loan

-> The management pack: what it is and why it changes the conversation
-> Common loan application mistakes that are easily avoided

-> The 90-day preparation plan for reapplication

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* Explain the 5 Cs of credit assessment from the banker's perspective

* Calculate DSCR and understand the typical covenant threshold
* Understand what a management pack contains and why it matters
* ldentify the three specific problems in Brightline's application

* Build the 90-day fix plan for reapplication

THE ONE QUESTION

What does a bank actually look for when assessing a business loan,
and what three things can Brightline fix to improve its next
application?

THE SIMPLE TRUTH

Banks assess business loans on the 5 Cs: Character (credit history, reputation, track record);
Capacity (ability to repay -- cash flow, DSCR); Capital (the owner's equity stake -- skin in the
game); Collateral (what assets can secure the loan); and Conditions (industry environment, loan
purpose, economic context).

Debt Service Coverage Ratio (DSCR) = EBITDA / (Annual Loan Principal + Interest). It answers:
does the business generate enough operating cash to cover all loan payments? Below 1.0 means
it cannot. Most banks require DSCR above 1.25 for a term loan. Above 1.5 is comfortable.
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A Management Pack is a monthly summary of business performance submitted to the bank
proactively, not just when a loan is needed. Bankers who receive monthly packs develop a detailed
understanding of the business and are far more likely to approve loans.

SURAJ AT BRIGHTLINE

Problem one: DSCR. Brightline's EBITDA: $1,980,000. Current annual debt service: $472,500
principal plus $528,750 interest = $1,001,250. DSCR = 1.98x, above the 1.25x threshold. So
the concern is the new loan. With the additional $2,137,500 facility, new annual debt service
rises to $1,428,750. New DSCR = 1.39x. Above threshold, but tighter. The bank needs
EBITDA growth projections to feel comfortable, and none were submitted.

Problem two: stock statement. The CC facility requires a current monthly stock statement.
Brightline submitted one that was two months old. To the credit team, stale data raises a
question: were there write-downs in the last 60 days? Fresh data removes the question.

Problem three: no management pack. The relationship manager presented the application with
only the audited accounts. No current-year management accounts. No cash forecast. No
strategy narrative. The credit committee approved what they could see, which was not enough.

90-day fix plan. Month 1: produce a trailing twelve-month management pack with revenue,
EBITDA, cash, and DSCR trend. Month 2: submit a fresh stock statement and commit to
monthly updates. Month 3: reapply with the full package including a 24-month projection
showing EBITDA growth and DSCR above 1.5x throughout.

THE VISUAL -- BRIGHTLINE BANK ASSESSMENT --5Cs AND DSCR

How a bank scores Brightline on the 5 Cs, and the DSCR calculation for current and proposed
debt.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A THE BANK DECIDES YOUR RATE BY HOW RISKY YOU LOOK.

WHAT THIS MEANS FOR YOU

Banks score coverage, gearing, and consistency. Clean, predictable numbers earn cheaper money;
lumpy, surprising ones get punished with higher rates.
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The moment you most need funding is the worst possible time to first learn how a bank reads you. Build

the case before then.

4 OWNER DECISION

Manage the few ratios banks actually watch all year round, so funding is there on good terms the day you
want it.

Check your debt-service coverage, gearing, and current ratio against typical bank thresholds, and close

any gaps now.

ASSESSMENT

AREA

Character

Capital

Conditions

DSCR -- current
loans

DSCR -- year 2
projection

BRIGHTLINE
STATUS

8-year track
record, zero
defaults

Current 1.98x |
Post-loan 1.39x

$2,964K equity
on $8,297K
assets

Net Block
$2,858K,
Inventory
$2,362K

Manufacturing,
stable sector

EBITDA $1,980K
/ $1,001K service

EBITDA $1,980K
/ $1,429K service

EBITDA $2,362K
/ $1,429K service

Strong

Borderline
at 1.39x

35.7%
equity --
acceptable

Moderate
security

Neutral

1.98x

1.39x

1.65x

ACTION NEEDED

Document it

Submit EBITDA projection showing 1.5x+

Highlight in application

Fresh stock statement required

Provide industry context

Comfortable

Submit growth projection

Achievable with sales reps

DASHBOARD & DECISION VIEW
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WHAT THE BANK SCORES

KPI ACTUAL TARGET STATUS
Debt service coverage 1.9x >1.5x ON TRACK
Gearing (debt / equity) 1.14x <1.5x ON TRACK
Current ratio 1.65x >1.3x ON TRACK
Interest coverage 3.23x >2.5x ON TRACK
Profit trend rising positive ON TRACK
BANK TEST VS THRESHOLD

Debt service coverage | 90%
Interest coverage e 85%
Gearing (lower better) e 70%

What Banks Like What Banks Fear
« Steady cash flow » Lumpy profits

» Cover on debt « Thin coverage

* Clean records « Surprises

COVERAGE RATIOS (X)

3.2x

1.9x

DSCR Interest Min
cover required
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first impression

Bank reads your statements

can you repay?

Scores coverage & gearing

are you reliable?

Checks trend & records

Prices the risk

your rate reflects it

BANK COVENANT TRACKER B TEMPLATE

‘ L

Test Actual
Debt service cover

Gearing

Current ratio

Interest cover 3.23x

1.9x

1.14x

1.65x

Required
>1.5x
<1.5x
>1.3x

>2.5x

f Track covenants every month -- a breach can trigger the loan being recalled.

LOAN-READY CHECKLIST

Status

Pass

Pass

Pass

Pass

v Three years of clean accounts
Cash flow forecast prepared

Ve Covenants comfortably met

Story for the funds ready

HOW BANKS EVALUATE -- THE ADVANCED LENS

Advanced test

Debt-service coverage (DSCR)

Leverage (Debt / EBITDA)

Collateral coverage

Covenants

What the bank checks

Cash vs all debt payments

How many years of profit = the

debt

Security value vs loan

Promises you must keep
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Advanced test What the bank checks What passes
Cash-flow quality Real, recurring cash -- not Stable, predictable
one-offs

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel submitted loan applications reactively, with whatever documents Sarah
could compile in a week.

After this chapter, Daniel makes three specific changes:

One page: revenue, gross margin, EBITDA, cash, DSCR, DSO, DIO, DPO. Sent to the
relationship manager on the 10th of every month. The bank becomes a partner in the
performance story before any loan is needed.

Prepared monthly by Tom, signed off by Sarah. Any bank review request answered same-day.

Management pack, stock statement, 24-month projection, DSCR sensitivity. The application

becomes a presentation, not a form.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Do you know your current DSCR? EBITDA divided by total annual debt repayments
(principal plus interest). Is it above 1.5x?

2. Have you ever submitted a management pack to your bank proactively, not as part of a
loan application? If not, what would it take to start?

3. What was the last thing a bank asked for that you could not produce immediately? That

document belongs in the monthly pack.

SURAJ SAYS
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SURAJ SAYS

Daniel, banks do not lend money to businesses. They lend money to businesses whose
financial story they understand and trust. The application is not a form -- it is a persuasion
document. The DSCR needs to be correct. The management pack needs to tell a coherent
story of a well-run business. The stock statement needs to be current. These three things take

ninety days to prepare and three minutes to submit when ready. The difference between

rejection and approval is rarely the numbers -- it is the presentation of the numbers.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Banks assess loans on the 5 Cs and decide on DSCR. A DSCR of 1.39x at proposal versus a
comfortable 1.65x in the year-2 projection is the gap between a borderline and a comfortable
approval.

The management pack is the most underused tool in any founder's relationship with their bank.
Monthly performance data, submitted proactively, builds the institutional knowledge that makes
every loan conversation easier.

Chapter 28 covers the 21 ratios that tell the complete financial story of any business, calculated on
Brightline's numbers and prioritised for a founder's 10-minute monthly review.

CHAPTER RECAP -- 10 THINGS TO REMEMBER
Banks assess loans on 5 Cs: Character, Capacity, Capital, Collateral, Conditions.
DSCR = EBITDA / Annual Debt Service. Brightline current: 1.98x. Post new loan: 1.39x.
Typical bank threshold: DSCR above 1.25x. Comfortable: above 1.5x.

Three problems in the rejected application: no EBITDA projection, stale stock statement,
no management pack.

Management pack: 1 page, monthly, proactive. Revenue, EBITDA, cash, DSCR, DSO,
DIO, DPO.

Stock statement: monthly, current, signed off. Available same-day on request.

90-day reapplication: management pack + fresh stock statement + 24-month projection.
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A relationship manager who receives monthly data becomes a champion in credit
committee.

The application is a persuasion document; the numbers are necessary but not sufficient.

Target year-2 DSCR with sales reps' revenue growth: 1.65x. Comfortable approval.

NOW YOUR TURN -- TEST YOURSELF

Q1. What does DSCR measure?
Q2. What was Brightline's current ratio?

Q3. Do banks prefer steady or lumpy profits?

Check yourself: 1. Ability to ¢

The 21 Ratios That Tell You Everything

Complete Ratio Reference -- Calculated on Brightline's Numbers
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The 21 Ratios That Tell You Everything

Complete Ratio Reference -- Calculated on Brightline's Numbers

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Twenty-one ratios. A year earlier they would have been pure noise to Daniel. Now he scanned
them like a cockpit dashboard, and three of them told him exactly where the business was quietly

bleeding.
Daniel had a meeting with a potential investor in six weeks. The investor had asked for a

financial summary, with ratios.

He will read your numbers through the ratios and form a view of the business before he reads a
single word of your narrative.

Daniel had a list of ratios Sarah had given him. He did not know which were most important, how to
calculate them from Brightline's accounts, or what was good versus concerning.

Then that is what we build today. Twenty-one ratios. Every one calculated on Brightline's
numbers, with a plain English interpretation of each.

WHAT THIS CHAPTER COVERS

-> Why ratios matter more than absolute numbers
-> Liquidity ratios: can the business pay its bills?

-> Profitability ratios: how efficiently does it make money?
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-> Efficiency ratios: how well does it use assets?
-> Leverage ratios: how much debt does it carry?

-> Cash quality and growth ratios

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Calculate all 21 ratios using Brightline's financial statements

* Interpret each ratio in plain English

* |dentify the most important ratios for a founder's monthly review

* Know which ratios an investor or banker focuses on first

* Build a one-page ratio dashboard for Brightline

THE ONE QUESTION

Which 21 ratios tell the complete financial story of Brightline, and
which 5 should Daniel check in his 10-minute morning review?

THE SIMPLE TRUTH

Ratios convert absolute numbers into comparable metrics. A business with $28.12M revenue and
$1,125,000 net profit is not comparable to one with $4,500,000 revenue and $1,125,000 net profit.
Same dollar profit, completely different financial efficiency. Ratios reveal the difference.

Ratios are most useful in three comparisons: against the same business's prior periods (trending),
against industry benchmarks (positioning), and against loan covenant thresholds (compliance). A
single ratio in isolation tells you little. In context, it tells you everything.

The 5 most important ratios for daily monitoring: Gross Margin (profitability foundation), EBITDA
Margin (operating efficiency), Current Ratio (short-term safety), DSO (collection health), and
Debt/EBITDA (leverage sustainability).

SURAJ AT BRIGHTLINE
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LIQUIDITY. Current Ratio: Current Assets $4,910,625 / Current Liabilities $2,970,000 = 1.65x.
Good. Quick Ratio: ($4,910,625 - Inventory $2,362,500) / $2,970,000 = 0.86x. Below 1.0 -- if
inventory cannot be sold, liquid assets do not cover current liabilities. Watch this. Cash Ratio:
$697,500 / $2,970,000 = 0.23x. Low but not unusual for manufacturing.

PROFITABILITY. Gross Margin 37%. EBITDA Margin 11%. EBIT Margin 9.5%. Net Margin
4.5%. ROCE: EBIT $1,710,000 / ($2,964,375 equity + $3,375,000 debt) = 26.6%. ROE:
$815,062 / $2,964,375 = 27.5%. Both ROCE and ROE are strong.

EFFICIENCY. DSO 38.8 days. DIO 76 days. DPO 33.7 days. CCC 112 days. Asset Turnover:
$18,000,000 / $8,296,875 = 2.17x. Good -- $12 of revenue per $6 of assets.

LEVERAGE. Debt/Equity 1.14x. Debt/EBITDA 1.70x (below 3.0x is good). Interest Coverage
3.23x (above 3.0x target). All acceptable.

CASH QUALITY. OCF/Net Profit: $398,812 / $815,062 = 0.49x. Low -- only 49 cents of cash
per dollar of profit. EBITDA-to-OCF: $398,812 / $1,980,000 = 20%. Working capital absorbs
80% of EBITDA. The CCC plan is critical.

GROWTH. Revenue +18% YoY. Gross profit +14% YoY -- slower than revenue, signalling
margin compression. Four ratios are red, all pointing to working capital. Fix the CCC and all
four turn green.

THE VISUAL -- BRIGHTLINE 21-RATIO DASHBOARD

All 21 ratios on Brightline's numbers, with traffic-light status. Four reds, all rooted in the same
cause.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A THREE NUMBERS CAN TELL YOU WHERE YOU'RE BLEEDING.

WHAT THIS MEANS FOR YOU

You don't need all 21 ratios every day. A handful -- liquidity, margin, returns, leverage -- act as a cockpit for
the whole business.

Pick your five vital ratios and track them every month. The trend matters far more than any single reading.
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Build a one-page ratio dashboard. Flag any ratio drifting the wrong way two months in a row.

BRIGHT STATU MEANING

LINE S
Current Ratio 1.65x Good Covers current liabilities 1.65x
Quick Ratio 0.86x Without inventory, below 1.0
Cash Ratio 0.23x Cash covers 23% of current liabilities
Gross Margin 37% Good 37c per revenue dollar survives COGS
EBITDA Margin 11% Good Operating cash generation
EBIT Margin 9.5% Good Operating profit after depreciation
Net Margin 4.5% Owner keep -- limited by interest
ROCE 26.6% Strong Return on total capital employed
ROE 27.5% Strong Return on equity
DSO 38.8 RetailMax 78 days -- needs attention
days
DIO 76 days Action Target 60 -- $489K opportunity
DPO 33.7 Action Use full 45 days -- $338K opportunity
days
CCC 112 Action Target 80 -- $1,575K cash freed
days
Asset Turnover 2.17x Good $12 revenue per $6 assets
Debt/Equity 1.14x Manageable leverage
Debt/EBITDA 1.70x Good Below 3.0x threshold
Interest 3.23x Good EBIT covers interest 3.23x
Coverage
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BRIGHT STATU MEANING

LINE S
OCF/Net Profit 0.49x Action Only 49c¢ cash per $6 profit
EBITDA-to-OCF 20% Action 80% of EBITDA absorbed by WC
Revenue 18% Good Strong top-line growth
Growth YoY
Gross Profit 14% Slower than revenue -- margin warning
Growth YoY

DASHBOARD & DECISION VIEW

BRIGHTLINE RATIO SCORECARD

KPI ACTUAL TARGET STATUS
Current ratio 1.65x >1.5x ON TRACK
Quick ratio 0.86x >1.0x WATCH
Gross margin 37% industry ~35% ON TRACK
Net margin 4.5% >5% WATCH
Return on capital (ROCE) 26.6% >20% ON TRACK
Return on equity (ROE) 27.5% >20% ON TRACK
Debt / EBITDA 1.70x <2.5x ON TRACK
Cash conversion cycle 112 days <90 days OFF TRACK
ROCE ROE CURRENT RATIO NET MARGIN

26.6% 27.5% 1.65Xx 4.5%

LIQUIDITY VS PROFITABILITY
T Liquidity

Watch cash Ideal: strong both
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Danger zone Cash-rich, low return

Profitability —

RETURNS VS BENCHMARK (%)
27%

28%

. .20%
ROCE ROE Benchmark
RATIO HEALTH
Profitability ratios 1 1 Aem o = =mm H 85%
Liquidity ratios VA 4D ) e 70%
Efficiency (CCC) ———— Y 55%

RATIO TRACKER B TEMPLATE

Ratio Value Healthy Status
Current ratio 1.65x >1.5x Good
Quick ratio 0.86x >1.0x Watch
ROCE 26.6% >20% Strong
Net margin 4.5% >5% Watch
Debt/EBITDA 1.70x <2.5x Good

f A handful of ratios, tracked monthly, tell you almost everything about financial health.

KEY RATIOS

Current ratio Can you cover short-term bills?
ROCE Return on the capital employed
Debt/EBITDA How many years of profit equals your debt

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW
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Before this chapter, Daniel had 12 ratios calculated at year end. He did not know what they meant,
which to prioritise, or what thresholds to use.

After this chapter, Daniel makes three specific changes:

Gross Margin, EBITDA Margin, Current Ratio, DSO, Debt/EBITDA. Five numbers. 10 minutes.
The essential weekly health check.

In the management pack, traffic-lighted against prior month and benchmark. Any ratio moving
the wrong way triggers an investigation.

DIO to 60, DPO to 45, CCC to 80, OCF/Net Profit above 0.8x. The working capital targets, now
given formal ratio status.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Calculate the 5 priority ratios for your business. Which of the five is furthest from where

you want it to be?

2. What is your OCF/Net Profit ratio? If below 0.8x, what is absorbing the gap between profit
and cash?

3. What is your Interest Coverage Ratio? Is it above 3x? If not, what would need to change?

SURAJ SAYS

SURAJ SAYS

Daniel, twenty-one ratios is not as overwhelming as it sounds. Six categories. Five priority

ratios for your morning review. The rest for the monthly pack. What the ratios tell you is not

complicated: four are red at Brightline, and all four point to the same thing -- working capital is

absorbing too much of your operating earnings. Fix the CCC and all four turn green. One root

cause. Four ratio improvements. That is how ratios help: they show you where to look.
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-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Twenty-one ratios. Six categories. A complete picture that any investor, banker, or board member
can read in five minutes.

Four of Brightline's 21 ratios are red, and all four point to the 112-day CCC. Fixing the CCC
through the Part 3 improvements turns all four green. One root cause. Four improvements.

Chapter 29 answers the question owners and investors think about most: what is Brightline actually
worth?

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Ratios convert absolute numbers into comparable metrics across time, industry, and
covenant thresholds.

5 priority ratios: Gross Margin, EBITDA Margin, Current Ratio, DSO, Debt/EBITDA.
Liquidity: Current 1.65x (good), Quick 0.86x (watch), Cash 0.23x (low-normal).

Profitability: Gross 37%, EBITDA 11%, EBIT 9.5%, Net 4.5%, ROCE 26.6%, ROE
27.5%.

Efficiency: DSO 38.8, DIO 76 (action), DPO 33.7 (action), CCC 112 (action), Asset
Turnover 2.17x.

Leverage: D/E 1.14x, D/EBITDA 1.70x (good), Interest Coverage 3.23x (good).

Cash Quality: OCF/Net Profit 0.49x (action), EBITDA-to-OCF 20% (action).

Growth: Revenue +18% YoY, Gross Profit +14% YoY (margin compression warning).
Four red ratios all relate to working capital. Root cause: 112-day CCC.

Fix the CCC and DIO, DPO, CCC, and OCF/Net Profit all improve together.

NOW YOUR TURN -- TEST YOURSELF

Q1. What was Brightline's ROCE?

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com

269



FINANCE FOR BUSINESS OWNERS Ch 31 | The 21 Ratios That Tell You Everything

Q2. A healthy current ratio is above what?

Q3. What does the quick ratio exclude?

Check yourself: 1. 26.6% 2. 1.5x 3. Inventory

What Is Your Business Worth? -- Valuation for Founders

Three Methods, One Range, and What Changes the Valuation
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What Is Your Business Worth? -- Valuation
for Founders

Three Methods, One Range, and What Changes the Valuation

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Someone asked Daniel what the business was worth. A year ago he would have shrugged and
changed the subject. Now he gave a range, explained it, and defended every assumption -- which
is also the moment he realised how far he had come.

An investor called Daniel on a Friday afternoon. He had heard about Brightline from a
mutual contact.

We are interested in a minority stake. We would value the business at $27 million.
Daniel thanked him, said he would consider it, and immediately called Suraj.

Is $27 million fair? | have no idea what the business is worth.

Then let us calculate it three ways. The answer is not one number -- it is a range. And knowing
the range tells you whether $27 million is an insult, a fair offer, or a gift.

WHAT THIS CHAPTER COVERS

-> Why valuation has multiple methods and which to use when
-> EBITDA Multiple: the most common method for operating businesses

-> Asset-Based Valuation: what does the business own net of debt?
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-> Revenue Multiple: used for high-growth businesses
-> What drives EBITDA multiples up and down

-> What Daniel would need to do to take Brightline to $39 million

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Apply three valuation methods to Brightline's financial statements
* Understand the EBITDA multiple method and what determines the multiple
* Calculate asset-based valuation

* Understand when revenue multiples are appropriate

* Identify the three value drivers that would move Brightline from $27M to $39.38M

THE ONE QUESTION

Is $27 million a fair price for Brightline, and what three changes
would make the business worth $39 million?

THE SIMPLE TRUTH

EBITDA Multiple Method: Business Value = EBITDA x Industry Multiple. The multiple reflects how
much a buyer pays per dollar of EBITDA. Factors that raise multiples: high growth, recurring
revenue, customer diversification, scalable processes, management independence. Factors that
lower multiples: owner dependency, customer concentration, volatile margins, high debt.

Asset-Based Valuation: Value = Total Assets minus Total Liabilities = Net Asset Value. The
balance sheet value. Appropriate as a floor and for asset-heavy businesses, but it ignores
going-concern value generated by operations.

Revenue Multiple: Business Value = Revenue x Multiple. Used for high-growth businesses where
future revenue justifies the price. For manufacturing businesses like Brightline, EBITDA multiple is

the primary method.

SURAJ AT BRIGHTLINE
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Method 1: EBITDA Multiple. EBITDA: $1,980,000. For a manufacturing/distribution business
with Brightline's characteristics, the market multiple is typically 3.5x to 5.5x. Base case 4.5x:
$8,910,000 enterprise value. Net of debt ($3,375,000): equity value $5,535,000.

Using normalised EBITDA (adjusting above-market owner salary and one-off items) of
$2,362,500 at 4.5x: $10,631,250 enterprise value. Net of debt: $7,256,250 equity value.

For the investor to offer $27 million on $1,980,000 EBITDA, they imply a 13.6x multiple. That is
high for manufacturing. Either they are pricing growth -- expecting EBITDA to reach $3,375,000
in three years at an 8x forward multiple -- or the $27M is an anchoring opening offer.

Method 2: Asset-Based. Total Assets $8,296,875 minus Total Liabilities $5,332,500 =
$2,964,375 net asset value. That is the floor: what the business is worth if it stopped trading
and sold everything at book value. Going-concern value is always higher.

What takes Brightline to $39 million? Three levers. Grow EBITDA to $3,375,000 via revenue
growth and CCC improvement. Reduce customer concentration -- RetailMax below 25% of
revenue. Reduce owner dependency -- document processes, build a management team. At
$3,375,000 EBITDA, 5.5x improved multiple, partially repaid debt: equity value $15.19M. To
reach $39.38M enterprise value at 5.5x requires $7.14M EBITDA -- a three-to-five-year plan.

THE VISUAL -- BRIGHTLINE VALUATION -- THREE METHODS

All three methods on Brightline's numbers, with the investor's offer assessed and the path to a
higher valuation.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A IF YOU DON'T KNOW WHAT IT'S WORTH, SOMEONE ELSE WILL
DECIDE FOR YOU.

WHAT THIS MEANS FOR YOU

Value is a range built from earnings, assets, and the market -- not a single magic number, and not just last
year's profit.

Owners who can't value their own business negotiate funding, partnerships, and exits from a position of
weakness.
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Know your indicative value and what drives it -- then build those drivers, mostly EBITDA and growth, on
purpose.

Estimate your value three ways -- EBITDA multiple, revenue, and assets -- and track how each moves as
you improve.

METHOD CALCULATION ENTERPRISE EQUITY VALUE
VALUE

EBITDA Multiple $1,980K x 4.5x $8,910,000

(base)

EBITDA Multiple $2,362K x 4.5x $10,631,250

(normalised)

Asset-Based $8,297K - N/A $2,964,375

(floor) $5,332K

Investor offer $27,000,000 / = 13.6x Growth-priced offer

implied $1,980K EBITDA

Path: grow $3,375K x 5.5x $18.56M $15.19M at reduced debt

EBITDA to $3,375K

Path: reduce Multiple 4.5x -> $3,375K x Higher quality multiple

concentration + 6.0x 6.0x =

owner dependency $20.25M

DASHBOARD & DECISION VIEW

EBITDA MULTIPLE (4.5X) REVENUE MULTIPLE (0.5X)  ASSET-BASED INDICATIVE RANGE

$8.89M $9M $2.98M $8.44-10.1
2M
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VALUATION FOOTBALL FIELD ($M)

$9.00M
$7.93M
$2.98M
Asset-based EBITDA 4x EBITDA 5x Reggrx‘“e
Earnings Multiple Revenue Multiple
» What you own minus owe » EBITDA x a factor « Sales x a factor
« A floor » Most used * For high-growth
* Ignores earnings * Reflects profit * Ignores margin
FROM EBITDA TO VALUE ($000)
$6952K $8932K -$2678K
$6255K

$1980K

x4.5 Enterprise less
EBITDA multiple value net debt

Equity value

Start with EBITDA

the earnings

Apply a market multiple

what buyers pay

Subtract net debt

to reach equity

Cross-check methods

a range, not a point
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VALUATION METHODS B TEMPLATE

Method Basis Value
Asset-based Net assets $2.98M
EBITDA x4.5 Earnings $8.89M
Revenue x0.5 Sales $9M
Indicative range Blended $8.44-10.12M

f Value is a range, not a point. Cross-check methods and look for the overlap.

VALUATION TERMS

Value of the whole business
Enterprise value minus net debt

The factor applied to EBITDA or revenue

3-SCENARIO VIEW: WHA

WHAT THE BUSINESS IS WORTH

METRIC BEST CASE BASE CASE WORST CASE
Sustainable EBITDA $3.2M $2.6M $1.8M
Valuation multiple 6x 5x 4x

Indicative value $19.2M $13.0M $7.2M

Assumptions: Margin + growth strong / base / weak; multiple moves with quality.
THE SHIFT -- WHAT DAN DOES DIFFERENTLY NOW

Before this chapter, Daniel had never calculated what Brightline was worth. He would have
accepted the investor's framing of $27M without a basis for judgment.

After this chapter, Daniel makes three specific changes:

Not just when an investor calls. The trailing EBITDA multiple tracks how operational

improvements translate into business value.

EBITDA growth, customer diversification, management independence. Not just operational

goals -- valuation multipliers.
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If $27M implies 13.6x trailing EBITDA, the conversation is about forward earnings. He presents
the three-year projection and counters on the growth case.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is your current EBITDA? What multiple is appropriate for your industry and size?

What valuation range does that give?

2. What are the three biggest value discounts in your business -- the factors that lower your
multiple? What would it take to address each?

3. If you wanted to sell in five years, what EBITDA and multiple would you need to hit your
target price? Working backward gives the clearest strategy.

SURAJ SAYS

SURAJ SAYS

Daniel, valuation is not a mystery -- it is arithmetic with a judgement call about the multiple.
The judgement reflects how buyers in your industry think about risk and growth. Customer

concentration, owner dependency, and volatile margins all lower the multiple. Growth,

diversification, and recurring revenue raise it. The $27 million offer implies a growth narrative

the investor believes and you have not yet modelled. Run the three-year case before

responding. It is the only basis for a genuine negotiation.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Business valuation has three methods. EBITDA multiple is primary for operating businesses.
Asset-based provides the floor. Revenue multiples apply to high-growth businesses. The right
answer is a range -- and knowing it lets Daniel assess any offer with clarity.

Brightline's current valuation range: $5,535,000 to $7,256,250 equity value. The $27M offer implies
13.6x -- a forward-looking, growth-priced valuation. Three improvements move the business
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toward that range over time.

Part 6 is complete. Chapter 30 begins Part 7: planning and control disciplines that separate a
managed business from a reactive one.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Three methods: EBITDA Multiple (primary), Asset-Based (floor), Revenue Multiple
(high-growth).

Enterprise Value = EBITDA x Multiple. Equity Value = Enterprise Value minus Net Debt.
Brightline multiple range: 3.5x to 5.5x. At 4.5x: EV $8,910,000 equity $5,535,000.

Factors raising multiple: growth, recurring revenue, diversification, management
independence.

Factors lowering multiple: owner dependency, customer concentration, volatile margins,
high debt.

Investor's $27M implies 13.6x trailing EBITDA -- a growth-priced forward valuation.
Asset-based floor: $8,297K assets - $5,332K liabilities = $2,964,375 equity.

Three value drivers: grow EBITDA to $3,375K+, reduce RetailMax below 25%, reduce
owner dependency.

Calculate valuation annually. Track how operational improvements build value.

Working backward from a target exit price gives the clearest three-to-five-year strategy.

NOW YOUR TURN -- TEST YOURSELF

Q1. What is the most common multiple base?
Q2. Equity value equals enterprise value minus what?

Q3. Is a valuation a single number?

Check yourself: 1. EBITDA 2. Net debt 3. No -- a range
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Budget vs Actual -- Planning the Future, Not Just Reporting the
Past

How to Build a Budget, Read a Variance, and Make Better Decisions
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Budget vs Actual -- Planning the Future,
Not Just Reporting the Past

How to Build a Budget, Read a Variance, and Make Better Decisions

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

Q3 missed, badly. The old Daniel would have felt vaguely sick about it and moved on. The new one
pulled the variance apart line by line, found exactly where it leaked, and had it fixed before Q4
began.

Brightline had finished the year with $18 million in revenue. The budget had been $16
million. Daniel was pleased -- they had exceeded the plan by 14%.
Suraj asked one question.

What was the budgeted net profit, and what was the actual?

Daniel called Sarah. Budget: $1,080,000. Actual: $815,062. Profit missed by $270,000 in the same
year revenue exceeded the plan by $2,250,000.

That is the story the budget tells you that the revenue number never does. More revenue. Less
profit. Something changed in the mix. Let us find it.

WHAT THIS CHAPTER COVERS

-> What a budget is and what it is not

-> Building the budget: top-down and bottom-up approaches
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-> The variance report: actual versus budget, line by line
-> Volume variance versus price variance versus cost variance
-> Why revenue exceeding budget is not always good news

-> Making the budget useful: action triggers, not just measurement

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:
* Understand the purpose and limitations of a budget

* Build a simple annual budget for Brightline

* Calculate and interpret volume, price, and cost variances

* Explain why Brightline's revenue beat budget but profit missed

* Design a monthly budget review with action triggers

THE ONE QUESTION

Brightline beat its revenue budget by $2,250,000 so why did profit
miss the budget by $270,000?

THE SIMPLE TRUTH

A budget is a forward-looking financial plan. It commits to specific revenue, cost, and profit targets
and provides the baseline against which actual performance is measured. Without a budget, every
month's results are just numbers -- there is no context for whether they are good, bad, or expected.

Budget variances fall into three categories. Volume variance: results differ because more or fewer
units were sold than planned. Price variance: results differ because the price per unit differed from
plan. Cost variance: costs differ because the cost per unit or cost structure differed from
assumptions.

The most important insight: a favourable revenue variance does not automatically create a
favourable profit variance. If the additional revenue came at a lower margin -- as happened at
Brightline -- revenue outperformance can be accompanied by profit underperformance.
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SURAJ AT BRIGHTLINE

Budgeted revenue: $15,750,000. Actual: $18,000,000. Variance: +$2,250,000. Revenue
exceeded plan. So far so good.

Budgeted gross margin: 38.5%. Actual: 37%. Margin compressed by 1.5 points. On
$18,000,000 actual revenue, 1.5 points less margin = $270,000 less gross profit. There is the
profit miss. Not a cost overrun. Not a revenue shortfall. A mix problem: the additional
$2,250,000 came largely from RetailMax (23.4% true margin) and Line C products (28% gross
margin) rather than higher-margin sources.

Operating expenses also came in $67,500 over budget, mostly from additional delivery costs
on the higher RetailMax volume. Net result: gross profit $270,000 below budget, OpEx $67,500
above. Total profit miss roughly $337,500 partly offset by lower tax on lower PBT, netting to
$270,000.

The lesson: more revenue is not automatically more profit. The budget assumed 38.5% gross
margin. When the mix shifted to lower-margin revenue, the profit model broke. The variance
report showed gross margin below plan by week 8. Action at week 8 could have recaptured
part of the variance. Action in December was too late.

THE VISUAL -- BRIGHTLINE BUDGET VS ACTUAL -- VARIANCE ANALYSIS

Line-by-line variance between budget and actual, showing where the $270,000 profit miss came
from.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A A MISS YOU DON'T EXPLAIN IS A MISS YOU'LL REPEAT.

Brightline's Q3 net profit landed 29% below plan. A budget that's only ever filed, never reviewed, would
have let the same thing happen again in Q4.

Variances ignored compound. The same unexplained leak drains the business every quarter until
someone finally traces it.
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Review budget against actual every month, explain each big variance, and assign an owner and a fix --
don't just record it.

Set a monthly variance review. For every gap over your threshold, write down the cause and the corrective

action.

LINE ITEM BUDGET

ACTUAL

VARIANC

E

ANALYSIS

Net Sales $15,750,
000

Gross Margin 38.5%
%

Gross Profit $6,063,7
50

Operating $4,083,7

Expenses 50

EBITDA $2,250,0
00

Net Profit $1,080,0
00

Root cause:

mix shift

visible by

week 8

$18,000,
000

37.0%

$6,660,0

00

$4,950,0
00

$1,980,0
00

$815,062

+$2,250,0
00

-1.5pp

-$270K vs

adj.

-$67,500

-$270,000

-$264,938

Revenue beat -- volume and mix

Lower-margin mix (RetailMax + Line C)

Mix absorbed $270K of the revenue beat

Extra delivery on RetailMax volume

Revenue beat, margin miss

Profit missed despite revenue beat

Weekly gross margin report would have
triggered action

DASHBOARD & DECISION VIEW

BUDGET VS ACTUAL VARIANCE

Qi
Revenue +2%
Gross margin on plan
OpEx +1%
Net profit +5%

Q2
1%
-0.5pp
+4%

-8%
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-3% +1%
-1.5pp -0.8pp
+2% on plan
-15% -2%
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BUDGET VS ACTUAL NET PROFIT ($000)

$236K

$202K $214K

Q1 bud Q1 act Q3 bud Q3 act

WHY Q3 MISSED ($000 PROFIT)
$236K -$22K

— saak

-$11K
] s

Budget Volume short Margin slip Cost overrun Actual

Q3 VARIANCE REVIEW

KPI ACTUAL TARGET STATUS
Revenue -3% on plan OFF TRACK
Gross margin -1.5pp hold OFF TRACK
Operating costs +2% control WATCH
Action root-cause Q3 close gap Q4 WATCH
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Set the budget

the plan

Record the actual

what happened

Explain the variance

why the gap?

Act before next quarter

plan, do not just record

BUDGET VS ACTUAL B TEMPLATE

‘ L

Line

Revenue

Gross margin
Operating costs

Net profit

f Variance is only useful if you explain it and act -- not just record it.

Budget
$4,500K
37%
$1,181K

$236K

VARIANCE REVIEW ROUTINE

Actual Variance
$4,365K -3%
35.5% -1.5pp
$1,204K +2%
$169K -29%

v Compare every line to budget

Explain each big variance

Assign an owner and action

X Re-forecast the rest of the year

3-SCENARIO VIEW: YEAR-END vs BUDGET

YEAR-END VS BUDGET

METRIC
Revenue vs budget
Net profit

Action needed

BEST CASE
+8%
Above plan

Reinvest

BASE CASE WORST CASE
On budget -15%
On plan Half of plan

Stay course Re-forecast + cut

Assumptions: Demand strong / as planned / weak H2.

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW
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Before this chapter, Brightline had no formal budget. Daniel reviewed revenue monthly with no
planned targets and no variance tracking.

After this chapter, Daniel makes three specific changes:

Revenue by product line, gross margin by line, OpEx by category, EBITDA, cash flow. The
operating plan for the year.

Every line, not just revenue. Any variance above 5% triggers a one-sentence explanation and
a one-sentence action.

If gross margin runs below budget by week 6, the full-year impact is calculable immediately.
He can reprice, shift mix, or cut costs before the year is lost.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Does your business have an annual budget? If not, how do you know whether your actual
performance is good, bad, or exactly what you expected?

2. Last year, was your revenue higher than the prior year but your profit lower? If yes, do you

know what drove the margin compression?

3. How quickly in the year do you identify a gross margin problem? If the answer is at
year-end, you have an early-warning system to build.

SURAJ SAYS

SURAJ SAYS
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Daniel, a budget is not a prediction. It is a commitment. When you build it in November, you
commit to a financial outcome based on specific assumptions about volume, pricing, and

costs. When actual results deviate, the variance tells you which assumption was wrong. In

Brightline's case, the gross margin assumption -- 38.5% -- was wrong by week 8. The budget

told you that. Not watching the budget meant finding out in December that the year was
already lost.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

A budget turns financial management from reactive to proactive. It makes every monthly result
meaningful -- not just a number, but a number versus a commitment.

Brightline's $2,250,000 revenue beat masked a $270,000 profit miss because no one tracked gross
margin against plan weekly. The variance was visible by week 8 and invisible until December.

Chapter 31 covers the monthly financial rhythm: the exact calendar of events, reports, and
decisions a well-run business executes every month without fail.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

A budget is a forward-looking financial plan and performance commitment -- not a
prediction.

Variances: Volume (units), Price (price per unit), Cost (cost structure).
Revenue above budget does not automatically mean profit above budget. Mix matters.

Brightline: revenue +$2,250K vs budget, but gross margin compressed 1.5 points =
$270K profit miss.

Root cause visible by week 8: a weekly gross margin report would have triggered action.
Budget review: monthly, every line, 5%+ variance triggers explanation and action.
Build the budget in November: revenue by line, margin by line, OpEx by category.
Gross margin variance is the earliest warning of a profit problem -- track it weekly.

Without a budget, every result is just a number. With a budget, it is a performance signal.
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The budget is most useful when it triggers action, not when it explains the past.

NOW YOUR TURN -- TEST YOURSELF

Q1. What is a variance?
Q2. What is the point of budget vs actual?

Q3. Which quarter did Brightline miss most?

Check yourself: 1. The difference between budget and actual 2. To explain and act, not just record 3. Q3

The Monthly Financial Rhythm -- What Must Happen Every Month

The Financial Calendar That Keeps Brightline Running Smoothly
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The Monthly Financial Rhythm -- What
Must Happen Every Month

The Financial Calendar That Keeps Brightline Running Smoothly

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

It used to take Daniel three weeks and a knot in his stomach to find out how a month had gone.
Now, by the fifth working day, he knew -- calmly, completely, on a single page he actually trusted.

Sarah had a problem. Every month she needed different information at different times, and
nobody knew when to give it to her.

Tom had inventory counts ready on the 12th. Marcus had sales data on the 8th. Payroll processed
on the 15th. The management report was produced whenever Sarah had collected everything --
sometimes the 18th, sometimes the 24th.

By the time Daniel received the report, half the decisions it would have informed had already been
made on instinct.

The problem is not the data. The problem is the calendar. Let us design one.

WHAT THIS CHAPTER COVERS

-> Why financial rhythm matters more than financial sophistication
-> The monthly close process: what happens days 1-5

-> Management accounts: the report that drives decisions
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-> The monthly management meeting: agenda, participants, decisions
-> Cash forecast update: rolling the 13-week window

-> Bank reporting and relationship management

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:
* Design a complete monthly financial calendar for Brightline

* Understand the month-end close process and what it produces

* Design a decision-focused management accounts template

* Build a monthly management meeting agenda that drives action

* Set the bank reporting rhythm that builds lender confidence

THE ONE QUESTION

What is the minimum monthly financial process that keeps
Brightline's financial management genuinely under control?

THE SIMPLE TRUTH

Financial management is a rhythm, not an event. A business that reviews financials annually flies
blind for eleven months. One that reviews quarterly flies blind for two-and-a-half. Monthly review
with a structured calendar means a problem visible in the month's data can be addressed in the
same month, before it compounds.

The month-end close converts transactions into management information. It requires all sales
invoiced, all purchase invoices entered, payroll processed, bank reconciliation completed,
inventory counted, and month-end adjustments (accruals, prepayments, depreciation) posted.
Then management accounts can be produced.

Management accounts are not statutory accounts. They answer three questions: how did the
business perform this month versus budget and last month? What is the current cash position and
90-day outlook? What are the key early-warning indicators (margin, DSO, DIO, DPQO)?
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SURAJ AT BRIGHTLINE

Brightline's monthly calendar. Days 1-2: Tom submits inventory count, Marcus submits revenue
summary. Days 3-5: Sarah closes the books -- all invoices posted, bank reconciled, payroll
processed, accruals posted. Days 6-8: management accounts produced. One page: revenue
vs budget, gross margin vs budget, EBITDA vs budget, cash position, key ratios, aged
receivables.

Day 10: management meeting. Thirty minutes. Daniel, Sarah, Marcus, Lisa, Tom. Agenda:
revenue (Marcus, 5 min), gross margin (Sarah, 5 min), cash and receivables (Sarah, 5 min),
operations (Lisa, 5 min), decisions and actions (Daniel, 10 min). No more than 30 minutes.
Same day, every month.

Day 15: cash forecast updated. Sarah rolls the 13-week window forward. Any week below the
$281,250 minimum triggers an immediate conversation with Daniel.

Day 20: bank management pack sent. One page. Revenue, EBITDA, cash, DSCR, key ratios
versus prior month. Consistent. Reliable. Professional. Four dates. Ten days of discipline. All of
Brightline's financial management, executed reliably every month.

THE VISUAL -- BRIGHTLINE MONTHLY FINANCIAL CALENDAR

The complete monthly calendar -- four dates, the discipline that keeps Brightline's management
informed and in control.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A IF IT TAKES THREE WEEKS TO KNOW THE MONTH, YOU'RE ALWAYS
TOO LATE.

WHAT THIS MEANS FOR YOU

A fixed monthly close turns chaotic, after-the-fact bookkeeping into a calm, repeatable rhythm you can
actually act on.

Close the books by working day five and hold a short review meeting. Speed of information is speed of
decision.
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‘ Set a close calendar and a standing monthly review, and protect both as fiercely as customer meetings.

DATE

Days 1-2

Days 6-8

Day 10

Day 20

Manageme
nt
accounts --
one page

Revenue vs
budget |
Gross
margin vs
budget

ACTIVITY

Data collection

Month-end
close

Management
accounts

Management
meeting

Cash forecast
update

Bank
management
pack

EBITDA vs
budget | 5 key
ratios

WHO

Tom,
Marcus

Sarah

Sarah

Daniel +
heads

Sarah

Sarah +
Daniel

Cash +
13-week
outlook

OUTPUT

Inventory count, revenue summary to Sarah

Books closed: invoices, bank rec, payroll, accruals

One-page report: P&L; vs budget, cash, ratios

30 min: review, decisions, actions assigned

13-week forecast rolled. Gaps flagged immediately

1-page pack to relationship manager

Aged receivables | Next-month focus

DASHBOARD & DECISION VIEW
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Collect data

Review & act

Build the pack

Days 1-2 Day 3

collect data close books
- N

Ch 34 | The Monthly Financial Rhythm -- What M

Close the books

Day 4

build pack

Day 5

review & act

Reconcile the bank

start clean

Close revenue & costs

lock the month

Update the dashboard
headline KPIs

Meet & decide

act on the numbers

J

MONTHLY CLOSE HEALTH

KPI ACTUAL
Close by working day 5 day 8 now
Bank reconciled yes
Dashboard updated sometimes
Review meeting held rarely
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day 5
always
monthly

every month

STATUS

WATCH

ON TRACK

OFF TRACK

OFF TRACK
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THE REPORTING BUILD (BOTTOM UP)

Decisions & actions the point
Management accounts the detail

MONTH-END CLOSE CALENDAR B TEMPLATE

Day Task Owner
WD 1-2 Collect & reconcile data Finance
WD 3 Close revenue & costs Finance
WD 4 Build the dashboard pack Finance
WD 5 Review meeting & actions Owner

f A fixed close calendar turns chaotic month-ends into a calm, repeatable rhythm.
MONTHLY CLOSE CHECKLIST
v Bank reconciled
v Revenue cut-off checked
Accruals posted
Dashboard updated

X Review held

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Brightline's financial review happened when Sarah had time -- sometimes
week 2, sometimes week 4. Management meetings had no fixed agenda.

After this chapter, Daniel makes three specific changes:

Day 5, 8, 10, 15, 20. Non-negotiable. Everyone knows their deadline. Sarah's close is
complete by day 5. The meeting is day 10. No exceptions.

Revenue vs budget. Gross margin vs budget. EBITDA vs budget. Cash. DSO, DIO, DPO. If a
number needs explanation, one sentence in a notes column.
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Whether the month was good or bad. Especially when bad. Consistent communication builds
more trust than occasional good-news updates.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. On what day do you receive your management accounts? If later than day 10, you are

making decisions for the first two weeks of the new month without knowing how the last one

ended.

2. Does your monthly meeting have a fixed agenda, or does it vary with whoever has
something to raise? A fixed agenda ensures critical areas are reviewed every month.

3. Do you send your bank a monthly management pack proactively? If not, what would it take
to start?

SURAJ SAYS

SURAJ SAYS

Sarah, the calendar is not a constraint -- it is a release. When you know exactly what is due
on which day, every other day belongs to the work rather than the uncertainty. Daniel, the

30-minute meeting on day 10 is the most valuable 30 minutes in the month. It is the moment

the entire leadership team looks at the same numbers at the same time and makes decisions

together. That moment -- once a month, thirty minutes -- is the difference between a managed

business and a reactive one.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Financial rhythm converts information from a historical archive into a real-time management tool.
When everyone knows the calendar, the financial function becomes a system, not a scramble.

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com



FINANCE FOR BUSINESS OWNERS Ch 34 | The Monthly Financial Rhythm -- What M

Brightline's four-date calendar requires no new software, no new headcount, no consulting
engagement. It requires discipline, consistency, and the decision to start.

Chapter 32 covers tax and cash flow: how to budget for what the government takes so it never
arrives as a surprise.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Financial management is a rhythm. Monthly review means a month-1 problem is
addressable in month 2.

Days 1-2: data collection. Days 3-5: close. Days 6-8: accounts. Day 10: meeting. Day
15: forecast. Day 20: bank pack.

Month-end close: all invoices posted, bank reconciled, payroll processed, accruals
posted.

Management accounts: one page. Revenue vs budget, gross margin, EBITDA, cash,
key ratios.

Management meeting: 30 minutes, all heads, fixed agenda, action items assigned.

13-week forecast rolled on day 15. Any week below $281K triggers immediate
notification.

Bank management pack: 1 page, day 20, every month. Good months and bad.

Consistent bank communication in bad months builds more trust than occasional good
news.

The calendar is the structure that makes everything else predictable.

Four dates. Thirty days. All of Brightline's financial management, executed reliably.

NOW YOUR TURN -- TEST YOURSELF

Q1. By which working day should the books close?
Q2. What is the first step of the monthly close?

Q3. What does the monthly rhythm end with?

Check yourself: 1. Day 5 2. Bank reconciliation 3. Review and action
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MIS and the 7% Paradox

Why Most Owners Run a Business on a Fraction of the Picture
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MIS and the 7% Paradox

Why Most Owners Run a Business on a Fraction of the Picture

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Daniel Webb could tell you his bank balance to the rupee. Ask him which product made
money last month, which customer was quietly unprofitable, or why cash was tight in a
record sales month, and he went quiet. He was running an $18M business on one number
out of the hundred he needed.

Suraj called it the 7% Paradox: the typical owner makes decisions on roughly the slice of
information that happens to be visible -- the bank balance, a gut feel for sales -- while the other
ninety-odd percent of what is actually driving the business stays in the dark.

MIS -- a Management Information System -- is simply the discipline of turning that scattered data
into a small set of numbers an owner can read in minutes and decide from. Not more reports. The
right few, on time, every time.

WHAT THIS CHAPTER COVERS

-> What MIS actually is -- and what it is not
-> The 7% Paradox: deciding on a fraction of the picture
-> The handful of numbers an owner truly needs

-> Turning data you already have into decisions
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-> The monthly rhythm that keeps the picture current

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* Explain what an MIS is and why an owner needs one

* Recognise the 7% Paradox in your own decision-making
* |dentify the small set of numbers that actually matter

* Turn data you already collect into a usable dashboard

* Set a monthly rhythm so the picture is never stale

THE ONE QUESTION

When you make a business decision, what fraction of the numbers
you actually need are in front of you -- and where is the rest?

THE SIMPLE TRUTH

An MIS is not a fat monthly report nobody reads. It is a tight, reqular summary -- a dashboard --
that turns the data a business already produces into the few numbers an owner needs to steer:
sales, margin, cash, receivables, the things that decide the month.

The 7% Paradox is the trap it solves. Most owners decide on whatever is easily visible -- the bank
balance, a sense of how sales 'feel' -- which is a tiny fraction of the real picture. The rest exists, but
scattered across invoices, ledgers, and heads, so it never reaches the decision.

The fix is not more data; it is the right data, summarised. A handful of numbers -- revenue, gross
margin, cash position, debtor days, top and bottom products -- read together, tell an owner more
than a fifty-page export ever will. Clarity beats volume.

And it must be regular. A dashboard read once a quarter is a history lesson; read every month, on
a fixed rhythm, it becomes a steering wheel. The value of MIS is not the numbers -- it is the timely
decisions they make possible.

SURAJ AT BRIGHTLINE
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Suraj sat with Daniel and asked him to make his next three decisions out loud. Each time, Daniel
reached for the bank balance and a hunch. Each time, the number that would have actually
answered the question -- product margin, debtor days, customer profitability -- existed in
Brightline's system but had never been put in front of him.

So Suraj built Daniel a one-page MIS. Eight numbers, refreshed monthly: revenue versus last
month and budget, gross margin percent, cash in bank, debtor days, the single best and worst
product, and next month's cash forecast. Nothing exotic -- all of it from data Brightline already had.

The change was not in the data; it was in the decisions. Within two months Daniel had dropped a
loss-making product line he had carried for years, tightened collections on a slow customer, and
stopped a cash crunch before it happened. He was finally running the business on the whole
picture, not the 7% that used to be visible.

THE VISUAL -- THE 7% P.

What an owner usually sees versus what is really there -- and the one-page MIS that closes the
gap.

WHAT DANIEL USED TO vs WHAT WAS =RE

The decision Number Daniel used Number he actually needed

Which product to push Total sales (gut) Product gross margin

Is this customer worth it ‘They pay eventually' Customer profitability + debtor
days

Can we afford this spend Bank balance today Next 90-day cash forecast

Why is cash tight 'No idea’ Cash conversion cycle

KEY INSIGHT

THE 7% PARADOX

Owners decide on the slice of information that happens to be visible -- usually the bank balance.
MIS puts the other 90-odd percent on one page, on time.

THE ONE-PAGE OWNER'S MIS (REFRESHED MONTHLY)
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Revenue vs budget Gross margin % Cash in bank
$1.62M 41% $0.74M

up flat
Debtor days (DSO) Best product (margin) Next 90-day cash
58 days Line A Tight wk7
up up

Useful MIS = Few numbers x On time x Drives a decision

50-page export, once a quarter = history. 8 numbers, every month = steering wheel.

WHY THIS MATTERS

Data you already have, finally working for you
Almost every number an owner needs already exists in the system
The gap is not collection -- it is summarising and timing
Eight right numbers, monthly, beat fifty pages quarterly

MIS does not add work. It turns data you already pay to collect into decisions you were
missing.

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel decided on whatever number was easy to see. After it, he decides on
the few numbers that actually move the business -- every month.

After this chapter, Daniel makes three specific changes:

The bank balance is one input. An owner needs eight, read together, on a page.

The data already exists; MIS is the discipline of bringing it onto one timely page.
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Read monthly on a fixed rhythm, the dashboard stops being a report and becomes a steering
wheel.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS
Before moving to the next chapter, answer these questions about your own business:

1. Write down your last three business decisions. For each, what number did you use -- and

what number should you have had? That gap is your 7%.

2. List the eight numbers you would put on a one-page MIS for your business. If you cannot
fill eight, that is your starting point.

3. When do you currently look at your numbers -- monthly, or whenever you panic? Set a
fixed monthly date and treat it like a steering wheel, not a post-mortem.

SURAJ SAYS

SURAJ SAYS

Daniel, you were never short of data. You were short of the eight numbers that mattered, on

the one day you needed them. MIS is not more reporting. It is finally seeing the whole board

before you move.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

MIS turns the data a business already produces into the few numbers an owner can read in
minutes and decide from -- closing the 7% Paradox where decisions are made on a fraction of the
picture.

For Daniel, the same data that had always existed, put on one monthly page, dropped a
loss-making line, fixed collections, and headed off a cash crunch. The numbers did not change; the
visibility did.
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Next: with the picture finally visible, the question becomes how to protect it -- guarding the cash
and the controls that keep an owner's business honest with itself.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

MIS is a tight, regular dashboard -- not a fat report nobody reads.

The 7% Paradox: owners decide on the small slice of data that is easily visible.
The fix is the right data summarised, not more data.

A handful of numbers read together beat a fifty-page export.

The essential few: revenue vs budget, gross margin, cash, debtor days, best/worst
product, cash forecast.

Almost every number an owner needs already exists in the system.
Read monthly on a fixed rhythm, the dashboard becomes a steering wheel.

If a report does not change a decision, it is noise, not MIS.

Tax and Cash Flow -- Budgeting for What the Government Takes

Planning for Tax Payments So They Never Arrive as a Surprise
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Tax and Cash Flow -- Budgeting for What
the Government Takes

Planning for Tax Payments So They Never Arrive as a Surprise

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

The tax bill used to arrive like an ambush every year. This time Daniel had been quietly setting
money aside each month. When the demand came, he simply made a transfer. No panic, no
scramble, no overdraft.

Daniel received the tax demand on a Thursday in March. $366,188. Due in 15 days.

He had $450,000 in the bank. He was fine, but only barely. He called Suraj.

This should not have been a surprise. The P&L; has shown a $366,188 tax provision for twelve
months. Every month you read the accounts, that number was there. Why did it not trigger a
cash reservation?

Daniel was quiet for a moment.

Because | did not know the difference between the tax provision on the P&L; and when the
cash actually leaves.

That is what we fix today.

WHAT THIS CHAPTER COVERS

-> The difference between the tax provision on the P&L; and the actual cash payment
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-> Advance tax instalments: how quarterly payments work
-> Deferred tax: when accounting and taxable profit differ
-> Building tax into the cash flow forecast

-> The year-end calculation and how to budget for it

-> Indirect tax: a brief note on cash flow timing

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:

* Explain the difference between tax provision and tax cash payment

* Calculate Brightline's quarterly advance tax schedule

* Understand deferred tax and why it appears on the Balance Sheet
* Build tax payments into the 13-week cash forecast

* Design a tax cash reserve policy for Brightline

THE ONE QUESTION

How does tax appear in the three reports, and how does Daniel
budget for the actual cash outflow?

THE SIMPLE TRUTH

The tax provision on the Profit Report is an estimate of tax owed on the year's profits. It reduces
accounting profit in the period the profit is earned. But the actual cash payment happens on a
different schedule -- typically quarterly advance instalments, with a final settlement after year-end.

Advance tax works as follows: during the year, the business pays estimated tax in instalments
(commonly 15%, 45%, 75%, 100% of estimated annual tax at quarterly intervals). If the estimate is
accurate, the final settlement is minimal. The key insight: tax cash payments happen throughout
the year, not just when the assessment arrives.

Deferred Tax exists because accounting profit and taxable profit are calculated differently, creating
timing differences. When accounting profit is higher than taxable profit, a Deferred Tax Liability
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appears -- the business will pay more tax in a future period. Normal, and not a cash risk beyond
what is already provided.

SURAJ AT BRIGHTLINE

Brightline's $366,188 tax provision under advance tax. Instalment 1 (15% by June): $54,928.
Instalment 2 (45% cumulative by September): $109,856. Instalment 3 (75% cumulative by
December): $109,856. Instalment 4 (100% by March): $91,547 plus any final adjustment.

So the $366,188 is not a single March payment. It is four payments at June, September,
December, and March. Each should have been in the 13-week forecast in the week it falls due.
None of them was.

Fix: Sarah adds all four instalments to the annual cash forecast at the start of each year. Each
instalment appears in the 13-week window eight weeks before it is due. Daniel has weeks of
notice -- enough to accumulate cash, draw the OD briefly, or adjust another outflow.

Tax reserve policy: Brightline sets aside 2% of monthly revenue into a tax reserve account. On
$18M revenue, that is $360,000 per year -- approximately matching the annual liability. The
reserve accumulates and is drawn for each instalment. The March surprise never happens
again.

THE VISUAL -- BRIGHTLINE TAX CASH FLOW SCHEDULE

How the $366,188 tax provision translates into four quarterly cash payments, and when each
appears in the forecast.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A THE TAX BILL ISN'T A SURPRISE. PRETENDING IT IS, IS THE
MISTAKE.

X WHAT DANIEL GOT WRONG

Every year the tax demand hit Daniel like an ambush and triggered a scramble -- because he'd spent
money he was always going to owe.

WHY THIS MATTERS NOW

Tax accrues as you earn it. Spend it before it's due and the bill turns from a simple transfer into a full cash
crisis.
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Provision for tax monthly, into a separate pot, as you earn it. Then the bill is just a payment -- never a
shock.

Estimate your annual tax, divide by twelve, and move that amount into a separate account every single

month.

PAYMENT

AMOUNT

CUMULAT

(\ 3

IN FORECAST?

Instalment 1

Instalment 2

Instalment 3

Total annual
tax

Tax reserve:
2% of
revenue

June (15%)

September
(45%)

December
(75%)

March
(100%)

$18M x 2%

$54,928

$109,856

$109,856

$91,547

$366,188

$360,000/
yr

$54,928

$164,784

$274,641

$366,188

~$29,998/
month

From April -- 8 weeks ahead

From July -- 8 weeks ahead

From October -- 8 weeks ahead

From January -- 8 weeks ahead

Known at budget time

Ring-fenced for instalments

DASHBOARD & DECI

Sile)

BUDGETING FOR THE TAX BILL

BASE

METRIC
Annual tax due
Monthly set-aside

If not provisioned

AFTER IMPACT

$366K plan ahead
$30K/mo builds the fund
$366K shock cash crisis
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TAX FUND BUILDS MONTHLY ($000)

$90K

Mo 3

Profit earned

tax accrues

Mo 6 Mo 9 Mo 12

Set aside

Fund grows Tax due: paid

monthly
$30K

ring-fenced no shock

No Provision

Monthly Provision

* Tax forgotten
* Lump-sum shock

» Scramble for cash

« Set aside as you earn
* Fund ready

« Pay calmly

Profit creates a tax liability

even before it is due

~$366K

Set aside monthly

into a separate pot

I Estimate the yearly bill |

Pay from the fund

never a surprise

TAX PROVISION TRACKER B TEMPLATE

‘ ‘

Month Profit Set aside Tax fund
Qi $202K $90K $90K
Q2 $253K $96K $186K
Q3 $169K $90K $276K
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Q4 $191K $90K $366K

f Set aside tax monthly as you earn -- so the bill is a transfer, never a shock.

TAX DISCIPLINE

v Estimate the annual bill
Set aside monthly
Keep tax cash separate

v/ File and pay on time

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, tax payments arrived as surprises -- not in the forecast, not reserved, not
anticipated beyond the P&L; provision line.

After this chapter, Daniel makes three specific changes:

Fixed. Known. Eight weeks before each instalment, it appears in the 13-week window.

191 [

A dedicated sub-account. It accumulates and is drawn at each instalment. Balance never
reaches zero between instalments.

ctim:- ) ( ter Iy
If profits run above or below budget, the estimate is revised and goes back into the forecast.
No year-end surprises.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is your estimated annual tax liability this year? Is it in your cash forecast as quarterly
instalments, or does it appear as a year-end lump sum?

2. Do you have a tax reserve -- revenue set aside for tax? If not, where does the cash come

from at each instalment date?
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3. What is your effective tax rate (Tax / Profit Before Tax)? Is it consistent year over year?

Large variations may signal deferred tax movements worth understanding.

SURAJ SAYS

SURAJ SAYS

Daniel, the tax provision has been on your P&L; every month for twelve years. And every
March the cash demand surprised you. The provision is not the payment. The payment is
quarterly. Knowing the difference, and putting each instalment in the cash forecast eight

weeks before it is due, converts a recurring surprise into a planned event. The money does

not change. Your awareness of it changes. And that awareness is worth $365,625 in cash

planning certainty every year.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Tax cash flow is predictable if you know how to read the schedule. The $366,188 provision is four
separate cash payments across the year. None should arrive as a surprise.

The tax reserve policy -- 2% of monthly revenue in a dedicated account -- ensures the cash is
always available. One policy decision eliminates a recurring cash crisis permanently.

Chapter 33 covers a situation common to family businesses: related party transactions -- the
property lease, the family salary, and the director's loan that require proper documentation.

CHAPTER RECAP -- 10 THINGS TO REMEMBER
Tax provision on P&L; = estimate of tax owed. Cash payment schedule is different.

Advance tax: four quarterly instalments at 15%, 45%, 75%, 100% of estimated annual
tax.

Brightline: June $54,928 September $109,856 December $109,856 March $91,547.
All four dates must be in the annual cash forecast from January 1st.

13-week forecast shows each instalment 8 weeks before it falls due.
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Tax reserve: 2% of monthly revenue in a dedicated sub-account.

Review advance tax estimate quarterly. Revise if profits track above or below budget.
Deferred Tax Liability: accounting profit > taxable profit. Normal. Not a crisis.
Deferred Tax Asset: taxable profit > accounting profit. Creates a future benefit.

The tax bill is never a surprise with the instalment schedule and reserve in place.

NOW YOUR TURN -- TEST YOURSELF

Q1. What was Brightline's annual tax bill?
Q2. Roughly how much to set aside monthly?

Q3. Why provision for tax monthly?

Check yourself: 1. About $3¢ 2. About $3¢ ) 0 avoia

GST and Tax Numbers Every Owner Must Read

Tax Is Not Just Compliance -- It Is Real Cash Leaving on a Schedule
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37

GST and Tax Numbers Every Owner Must
Read

Tax Is Not Just Compliance -- It Is Real Cash Leaving on a Schedule

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Daniel treated tax as something his accountant 'handled’. Then a GST payment and an
advance-tax instalment landed in the same fortnight and nearly emptied the account. "Tax
is not just a compliance chore," Suraj told him. 'lt is large, predictable cash leaving your
business on fixed dates. If you do not plan for it, it will ambush you -- even in a profitable
year.'

An owner does not need to be a tax expert -- that is what Book 4 is for. But three numbers must be
understood at the owner level: GST, TDS, and advance tax, because each is a real cash outflow
on a known schedule.

The danger is not the tax itself; it is being surprised by it. A profitable business can hit a cash
crunch simply because a tax date arrived and nobody had set the money aside.

WHAT THIS CHAPTER COVERS

-> Why tax is a cash-flow event, not just compliance
-> GST for owners: output minus input equals payable

-> TDS -- tax deducted before money reaches you
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-> Advance tax -- paying before the year ends

-> Setting money aside so tax never ambushes you

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* See tax as scheduled cash leaving the business

* Understand the basic GST mechanic for owners
* Know what TDS is and how it affects cash
* Understand advance tax and its instalment dates

* Build a simple tax-reserve habit

THE ONE QUESTION

Do you know roughly how much cash will leave your business for
tax in the next three months -- and have you set it aside?

THE SIMPLE TRUTH

Tax is a cash-flow event. Profit on paper does not mean cash in hand, and tax is paid in cash on
fixed dates regardless of how your receivables are doing. A profitable business with poor tax
planning still hits crunches.

GST, for an owner, is simpler than it looks: you collect GST on sales (output) and pay GST on
purchases (input); you remit the difference. The key is that the GST you collect is never your
money -- it is the government's, sitting in your account until the due date.

TDS means tax is deducted at source before money reaches you -- a customer may pay you net of
TDS, which you later reconcile against your tax. It affects how much cash actually lands, and
when.

Advance tax requires paying estimated tax in instalments through the year, not at the end. Miss the
planning and a profitable year produces several large, scheduled outflows that feel like ambushes.
The fix is mundane and powerful: set aside a fixed percentage of profit as a tax reserve, every
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month.

SURAJ AT BRIGHTLINE

Suraj built Daniel a simple tax calendar: GST monthly, TDS as it arose, advance tax on its
instalment dates. Suddenly the 'surprise' payments were just diary entries with amounts attached --
predictable, not ambushes.

He separated the GST collected into a mental (and then actual) sub-account, drilling in the point
that it was never Brightline's money. And he set a monthly tax reserve -- a fixed slice of profit
moved aside -- so the cash for advance tax was always already there.

The tax bill did not shrink; the surprise did. Daniel stopped scrambling on due dates because the
money had been waiting. For the deeper mechanics -- rates, returns, registrations, edge cases --
Suraj pointed him to Book 4. At the owner level, the job was simply: know the dates, set the cash
aside.

THE VISUAL -- TAX AS A H SCHEDUL

The owner's three tax numbers, what each does to cash, and the reserve habit that ends the

ambush.

THE THREE TAX NUMBE ER MUST READ

Tax What it i Effect on cash

GST Output (on sales) minus input (on  Collected GST is not yours --
purchases) remit on due date

TDS Tax deducted before money You receive net; reconcile later
reaches you

Advance tax Estimated tax paid in instalments Large scheduled outflows

through the year

GST payable = Output GST (on sales) - Input GST (on purchases)

The GST you collect sits in your account -- but it belongs to the government.
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WHY THIS MATTERS

A profitable year can still run out of cash on a tax date
Tax leaves in cash on fixed dates, regardless of receivables
Collected GST is the government's money, not yours
A monthly tax reserve turns ambushes into diary entries

Know the dates, set aside a fixed slice of profit monthly, and tax stops being a crisis.
For the full mechanics, see Book 4.

THE SHIFT -- WHAT DAN

Before this chapter, Daniel left tax to his accountant and got ambushed. After it, he treats tax as
scheduled cash he sets aside in advance.

After this chapter, Daniel makes three specific changes:

Tax is understood as real cash leaving on known dates, not just a filing chore.

GST collected is recognised as the government's money, never working cash.

A fixed monthly tax reserve means the cash is always waiting on the due date.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Write your next three months of tax dates -- GST, TDS, advance tax -- with rough
amounts. That calendar ends most tax surprises.

2. Check: is the GST you have collected sitting in your working cash? If so, mentally (and

ideally actually) ring-fence it -- it is not yours.

3. Start a monthly tax reserve: move a fixed slice of profit aside so the cash for tax is always
already there.
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SURAJ SAYS

SURAJ SAYS

Daniel, your accountant files the tax. But the cash to pay it leaves your account, not theirs, on

a date that never moves. Your job is simple: know the date, and have the money already

sitting there.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

At the owner level, tax is about cash, not compliance: GST, TDS, and advance tax are scheduled
outflows, and the discipline is to know the dates and reserve the cash so a profitable year never
gets ambushed.

Brightline's tax bill did not change, but the surprise vanished once Daniel kept a tax calendar,
ring-fenced collected GST, and set aside a monthly reserve. For the full rules, Book 4 goes deep.

Next: the capstone -- bringing every report, number, and rhythm in this book together into one page
the owner can read at a glance.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Tax is a cash-flow event -- it leaves in cash on fixed dates regardless of profit timing.
GST payable = output GST on sales minus input GST on purchases.

Collected GST is the government's money, not the owner's working cash.

TDS is tax deducted before money reaches you -- you receive net.

Advance tax is paid in instalments through the year, not at the end.

A profitable business can still hit a crunch on an unplanned tax date.

A fixed monthly tax reserve turns tax ambushes into diary entries.

Know the dates and set the cash aside; see Book 4 for full mechanics.
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Related Party Transactions -- Family Business Finance Done

Right

Documenting and Pricing Transactions with Connected Parties Correctly
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Related Party Transactions -- Family
Business Finance Done Right

Documenting and Pricing Transactions with Connected Parties Correctly

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Daniel had always done deals with his brother's company on a handshake. His new accountant
asked one quiet question -- 'could you defend that price to a tax inspector?' -- and Daniel went
home and started writing things down.

The auditor's letter arrived in April with three questions. One about the property lease. One
about a salary. One about a shareholder loan.

Daniel read it twice. He had not expected the questions, but he was not surprised by them. He
called Suraj.

The auditor is doing their job. Related party transactions are not illegal, but they must be arm's
length, documented, and disclosed. If any of the three fails that test, the auditor will qualify the

accounts. Let us make sure none of them fails.

WHAT THIS CHAPTER COVERS

-> What a related party transaction is and why it requires special treatment
-> Property lease from a connected party: the arm's-length test

-> Family member on payroll: documentation and market rate
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-> Director's or shareholder loan: key terms and tax implications
-> How related party transactions appear in financial statements

-> Documentation standards that satisfy an auditor

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:
* Identify which of Brightline's transactions are related party transactions
* Apply the arm's-length test to each

* Understand the documentation requirements for each type

* Know how related party transactions are disclosed

* Design a related party transaction policy for Brightline

THE ONE QUESTION

What makes a related party transaction legally and financially
correct, and what does Brightline need to do to pass the auditor's
test?

THE SIMPLE TRUTH

A related party transaction is any transaction between a business and a person or entity with a
special relationship: directors, major shareholders, their family members, or businesses they
control. These are common in closely-held businesses -- property leased from family, loans from
relatives, family members on payroll -- and are not inherently problematic.

The test all related party transactions must pass is the arm's-length test: would the transaction
occur on the same terms if the parties were unrelated? Is the rent market-rate? The salary
market-rate? The loan at a reasonable interest rate? If yes to all, the transaction is defensible. If
the rent is 40% above market or the loan carries no interest, it may be challenged.

Documentation requirements: a written agreement (not informal), market rate evidence
(comparable rents, salary benchmarks), board approval (minuted), and annual disclosure in the
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financial statements.

SURAJ AT BRIGHTLINE

Transaction one: property. Brightline rents its factory from Daniel's brother-in-law at $832,500
per year. The auditor needs a signed lease, market rent evidence, and disclosure. Daniel
checks: three comparable industrial properties rent at $646,875 to $928,125. $832,500 is
within range. The issue is documentation -- the lease is an informal letter from 2018. Fix:
execute a proper commercial lease, have a solicitor review it, and disclose the relationship and
terms in the accounts.

Transaction two: family member on payroll. Daniel's wife is Marketing Coordinator at $270,000.
The auditor wants evidence the role exists, the work is performed, and the salary is
market-rate. Fix: a job description, evidence of work performed, and a salary benchmarking
note showing $236,250-$309,375 is market. All three exist -- they are simply not documented.

Transaction three: father's loan. Daniel's father lent $1,125,000 six years ago with no interest
charged. The concern: zero-interest loans between connected parties may be treated as
disguised dividends or gifts by tax authorities. Fix: document a loan agreement with a market
interest rate. Accrue interest from the agreement date. The father receives formal interest
income; Brightline deducts interest expense. Both parties better protected.

THE VISUAL -- BRIGHTLINE RELATED PARTY TRANSACTIONS -- AUDIT CHECKLIST

The three related party transactions, the arm's-length test for each, and the documentation
needed.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A A HANDSHAKE DEAL CAN BECOME A TAX PROBLEM.

Undocumented, off-market deals with family or connected companies are exactly what auditors and tax
inspectors are trained to hunt for.

WHAT THIS MEANS FOR YOU

Related-party deals are perfectly fine -- if they're priced at market and documented. Informal ones invite
penalties and disputes.
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Price every related-party deal at arm's length and document the basis. Ask: could you defend it to an
inspector tomorrow?

List your related-party transactions and confirm each one is at market, in writing, and properly disclosed.

Factory lease Brother-i
n-law

Wife -- payroll  Spouse

Father -- loan Parent

Interest fix on 8% on
loan $1,125K

$832,500/
yr

$270,000/
yr

$1,125,00
0 at 0%

$90,000/yr

Yes -- market
range

Yes -- market
salary

No -- zero
interest

Formal lease, rent comparisons,
disclosure

Job description, work evidence,
benchmarking note

Loan agreement with market interest
rate

Father: taxable income. Brightline:
finance deduction

DASHBOARD & DECISION VIEW

Deal with
related party

family / sister co

Arm's length?

market price test

~—
| [ Document & Clean, defensible
price fairly books
at market audit-ready

Risky Related-Party Clean Related-Party

» Market pricing

« Off-market prices
* No paperwork

» Tax & audit risk

RELATED-PARTY RISK

T Price Fairness

Fix pricing

* Documented

* Fully defensible

Clean: keep it up
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High risk: fix both

Documentation —

Add paperwork
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Identify the related party

family, sister company

Price at market

arm's length

Document the basis

why this price

Keep it audit-ready

defensible forever

RELATED-PARTY CHECKLIST

‘ \

KPI
Priced at market
Written agreement

Disclosed in accounts

ACTUAL TARGET
mostly always
some all

yes required

RELATED-PARTY COMPLIANCE

STATUS

WATCH

WATCH

ON TRACK

Priced at market (arm's length)

Written agreement in place

v

X

Disclosed in the accounts

Documentation kept on file

RELATED-PARTY TERMS

Family, owners, or connected companies
Priced as if between strangers

Declaring the deal in the accounts

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW
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Before this chapter, Brightline's three related party arrangements existed but were undocumented,
undisclosed, and in one case structured to fail the arm's-length test.

After this chapter, Daniel makes three specific changes:

Solicitor-reviewed, filed, rent reviewed at market every three years, disclosed annually:
relationship, terms, amount.

Job description, quarterly deliverable record, salary benchmarking note on file. The role is real.
Now documented as real.

Loan agreement, 8% per annum, accrued monthly. Father receives formal interest income.
Brightline has a defensible finance cost. Both protected.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS
Before moving to the next chapter, answer these questions about your own business:

1. Does your business have transactions with family, directors, or connected entities? List
them. Apply the arm's-length test: would a third party transact on the same terms?

2. Are your related party transactions documented? Signed agreement, market-rate

evidence, board minutes?

3. Are they disclosed in your annual financial statements? This is a legal requirement in most
jurisdictions, not optional.

SURAJ SAYS

SURAJ SAYS
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Daniel, related party transactions are not the problem. Every family business has them. The
problem is undocumented, unpriced, or undisclosed ones. The audit question is not did you
transact with a connected party. It is can you prove the terms were fair. Documentation does
not create suspicion -- it removes it. Get the agreements signed, the benchmarks on file, and

the disclosure right. Then the auditor's letter becomes a routine confirmation rather than a

difficult conversation.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Related party transactions are common in closely-held businesses and entirely legitimate when
properly structured. The arm's-length test, proper documentation, and annual disclosure are the
three requirements that make them defensible.

Brightline had two compliant but undocumented transactions and one that failed the arm's-length
test. Three hours of documentation work converts all three into clean, auditable arrangements.

Part 7 is complete. Chapter 34 begins Part 8: Accountant Accountability, Unit Economics, and the
90-day action plan that sets Daniel's transformation in motion.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Related party transaction: any with a director, major shareholder, or their family or
associated entity.

Arm's-length test: would the same transaction occur on the same terms with an
unrelated party?

Documentation: written agreement, market rate evidence, board approval and minutes.
Annual financial statement disclosure is a legal requirement, not optional.

Property lease: market rent, formal signed agreement, disclosed annually.

Family member on payroll: role real, work documented, salary market-rate.
Zero-interest shareholder loan fails the arm's-length test. Formalise with a market rate.
Related party transactions are not suspicious -- undocumented ones are.

Apply the arm's-length test when entering the transaction, not when the auditor asks.
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Disclosure protects all parties: the company, the connected party, and the auditor.

NOW YOUR TURN -- TEST YOURSELF

Q1. How should related-party deals be priced?
Q2. Must related-party deals be documented?

Q3. What is the risk if they are not?

Check yourself: 1. At market -- arm's length 2. Yes 3. Tax and audit problems

Business Insurance and Risk Protection

Buying Certainty Against the One Event That Could End Everything
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Business Insurance and Risk Protection

Buying Certainty Against the One Event That Could End Everything

BRIGHTLINE
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

Daniel saw insurance as a cost to minimise. Suraj reframed it in one sentence: 'A fire, a
lawsuit, or the loss of one key person could wipe out everything you have built in a single
afternoon. Insurance is not a cost. It is you paying a small, certain amount so that one rare
catastrophe cannot end the business.'

Most owners over-insure the trivial and under-insure the catastrophic. They will haggle over a small
premium while leaving the business exposed to the one event that could actually destroy it.

Risk protection is simple in principle: identify what could end the business, transfer that risk to an
insurer for a known premium, and self-handle the small stuff. It is the cheapest peace of mind an

owner can buy.

WHAT THIS CHAPTER COVERS

-> Insurance as risk transfer, not just cost

-> The covers that matter for a business

-> Underinsurance -- the trap of the sum insured
-> What to insure and what to absorb

-> Protecting the business and the family behind it
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CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* See insurance as transferring catastrophic risk

* Know the main covers a business needs
* Avoid the underinsurance trap
* Decide what to insure versus self-absorb

* Protect both the business and the owner's family

THE ONE QUESTION

What single event -- fire, lawsuit, the loss of a key person -- could
end your business, and are you actually covered for it?

THE SIMPLE TRUTH

Insurance is risk transfer: you pay a small, certain premium so the insurer carries a large, uncertain
loss. The logic is to insure events that are rare but ruinous, and to self-absorb the small, frequent
costs that you can comfortably pay.

The core covers: property (fire, theft, damage), liability (someone harmed by your product or
premises), business interruption (income while you cannot operate), key-person (the loss of
someone the business depends on), and increasingly cyber. Each closes a specific door to
catastrophe.

Underinsurance is the quiet trap. If the sum insured is set too low to save premium, a claim is
scaled down proportionally -- so a half-insured asset pays out roughly half, exactly when the owner
needs all of it. The cover must match the real replacement cost.

And insurance protects the family, not just the firm. For an owner whose business carries the
household, the right life and key-person cover means that one tragedy does not take both the
business and the family's security at once.

SURAJ AT BRIGHTLINE
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Suraj audited Brightline's cover and found the classic pattern: a fully-insured delivery van and a
badly under-insured warehouse and stock. The trivial was covered; the catastrophic was not. A
serious fire would have paid out a fraction of the loss and likely ended the business.

He corrected the sums insured to real replacement values, added business-interruption cover so
income would continue during a shutdown, and put key-person cover on the two people Brightline
could not operate without. The premium rose modestly; the exposure fell enormously.

Daniel, whose family depended entirely on Brightline, also took proper life cover tied to the
business debt. Suraj's point landed: 'You have spent years building this. A few thousand a year
makes sure one bad afternoon cannot take it -- and your family's security -- all at once."

THE VISUAL -- INSURE T

The covers that matter, what each protects against, and the underinsurance trap to avoid.

THE COVERS THAT ACT! MATTEF

Cover Protects against Priority

Property Fire, theft, damage to Essential
assets/stock

Liability Harm to customers / third parties Essential

Business interruption Lost income while shut down High

Key-person Loss of someone vital to High
operations

Life (owner) Family + business debt on Essential
owner's death

KEY INSIGHT

THE UNDERINSURANCE TRAP

Set the sum insured too low to save premium, and a claim is scaled down proportionally.

Half-insured means roughly half-paid -- exactly when you need all of it.

WHY THIS MATTERS
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The cheapest peace of mind an owner can buy
Insure what is rare but ruinous; absorb what is small but frequent
Match the sum insured to real replacement cost, not a low premium
For an owner-led business, cover protects the family too

You cannot prevent every catastrophe. You can make sure none of them ends the
business -- or your family's security.

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel saw insurance as a cost to shrink. After it, he sees it as transferring the
few risks that could actually end everything.

After this chapter, Daniel makes three specific changes:

Insurance buys certainty against rare, ruinous events for a small, known premium.

Cover focuses on what could end the business, not the small costs you can absorb.

For an owner-led business, the right cover protects the household behind it too.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. List the events that could genuinely end your business. For each, ask: am | actually
covered, and for the real amount?

2. Check your sums insured against true replacement cost. If they were set low to save
premium, you are underinsured.

3. If your family depends on the business, confirm you have life and key-person cover sized

to the debt and the dependency.

SURAJ SAYS
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SURAJ SAYS

Daniel, you insure the van and underinsure the warehouse, because the van's premium

annoys you every year and the fire has never happened. Insure the thing that, if it happened

once, would end everything. That is the whole game.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Insurance is risk transfer -- paying a small, certain premium so a rare catastrophe cannot end the
business -- and the discipline is to insure the ruinous, absorb the trivial, and avoid underinsurance.

Brightline corrected its sums insured, added interruption and key-person cover, and protected
Daniel's family against the business debt. Modest premium, enormous reduction in exposure.

Next: the tax numbers every owner must read -- GST, TDS, and advance tax -- not as compliance,
but as real cash leaving the business on a schedule.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Insurance transfers a Iargé, uncertain loss to an insurer Vfor a small, certain premium.
Insure the rare-but-ruinous; self-absorb the small-but-frequent.

Core covers: property, liability, business interruption, key-person, owner life.
Underinsurance scales a claim down -- half-insured pays roughly half.

Match the sum insured to real replacement cost, not a cheap premium.

Owners often over-insure the trivial and under-insure the catastrophic.

For owner-led businesses, cover protects the family's security too.

Insurance cannot prevent catastrophe -- it stops catastrophe from ending you.

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com 330



FINANCE FOR BUSINESS OWNERS Ch 39 | Business Insurance and Risk Protection

Your Accountant -- What to Verify, What to Question, When to
Change

Twelve Questions, Five Red Flags, and the Standard Every Accountant Must Meet
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Your Accountant -- What to Verify, What to
Question, When to Change

Twelve Questions, Five Red Flags, and the Standard Every Accountant Must
Meet

BRIGHTLINE o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

For years Daniel's accountant had handed him clean, late, backward-looking reports, and Daniel
had been grateful for them. Now he knew just enough to ask the far harder question: 'This tells me
what happened. But what should | do next?'

Sarah's monthly report arrived on the 24th. Daniel had been reading management
accounts for months now. He had questions.

The gross margin was shown at 37%, but the raw material cost increase from July had not been
reflected in the product costing. The depreciation charge looked the same as the previous year
despite the new machinery added in August. And the OD interest was bundled into a single
Finance Charges line with no breakdown.

He called Suraj.

Good. You are now reading your accounts carefully enough to find the problems. Now let me
give you the 12 questions you should ask every single month, and tell you what the answers
should look like.

WHAT THIS CHAPTER COVERS
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-> What your accountant should proactively do, and never do
-> The 12 monthly questions every founder must ask

-> The 5 red flags that signal a problem with your accountant
-> What to check in the annual accounts before signing

-> How to evaluate the relationship, and when to change

-> The difference between an accountant and a finance business partner

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:

* Apply the 12 monthly questions to Brightline's management accounts

* |dentify the three accounting errors in Sarah's current report

* Understand the 5 red flags that signal an accountant is underperforming

* Know when and how to change accountants without disruption

* Define the standard Brightline's finance function must meet

THE ONE QUESTION

What must every accountant do proactively every month, and what
are the signs that yours is not meeting that standard?

THE SIMPLE TRUTH

An accountant's job is not to produce numbers. It is to produce accurate, timely numbers that
enable better decisions. An accountant who produces accurate numbers two weeks late is less
valuable than one who produces slightly less polished numbers within five working days.
Timeliness is a core professional standard.

Every accountant should proactively flag unusual variances, overdue receivables, transactions
outside the normal pattern, and provisions that are no longer accurate. If your accountant only
produces numbers and never flags anything, you have a data entry service, not an accountant.
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No accountant should produce numbers they know are incorrect to make the business look better,
fail to disclose errors they have found, or allow a related party transaction to go undisclosed
because it is inconvenient.

SURAJ AT BRIGHTLINE

The 12 monthly questions. One: is gross margin consistent with the product mix sold? Two: is
depreciation consistent with the fixed asset register, including new additions? Three: are all
accruals and prepayments current? Four: is the interest charge broken down by facility? Five:
are receivables aged correctly and matched to the collection ledger? Six: is inventory value
consistent with Tom's count? Seven: are all related party transactions correctly disclosed?
Eight: is the tax provision current with the latest profit estimate? Nine: is the bank reconciliation
complete? Ten: are there unresolved carry-forward items from prior months? Eleven: is the
report dated correctly -- this month's data, not last month's? Twelve: what budget variances
warrant an explanation?

Sarah's current report fails questions two and four. The August machinery has not triggered a
depreciation update. Finance charges are bundled, so question four cannot be answered. Both
are fixable in the next close cycle.

Five red flags. One: management accounts arrive after day 10 routinely. Two: the same errors
appear in more than two consecutive months. Three: the accountant cannot explain a variance
in the accounts. Four: corrected accounts appear without telling the owner what was wrong.
Five: no proactive observation in the last three months -- pure data entry, no judgement.

The change conversation. If three or more red flags are present consistently, a change is
warranted. The transition takes one month: parallel running on the same period's data,
reconcile the two sets, resolve discrepancies, transfer. Less disruptive than most founders fear.

THE VISUAL -- THE 12 MONTHLY QUESTIONS

The complete framework for evaluating your accountant's work every month, applied to Brightline's
current report.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A A CLEAN REPORT THAT ARRIVES TOO LATE STILL LEAVES YOU

BLIND.

WHAT THIS MEANS FOR YOU
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A bookkeeper records the past and keeps you compliant. A finance partner explains the why and tells you
what to do next. You need the second one.

WHY THIS MATTERS NOW

If your accountant only ever looks backward, you are driving the business using nothing but the rear-view
mirror.

4 OWNER DECISION

Demand monthly, forward-looking, clearly explained numbers -- or upgrade. You deserve a partner, not
just a record-keeper.

Ask your accountant one question this month: 'Given these numbers, what should | do next?' Judge them
by the answer.

MONTHLY QUESTION BRIGHTLINE WHAT TO LOOK FOR

STATUS

1 Gross margin consistent OK Margin movement must have an explanation
with mix sold?

2 Depreciation consistent Fail -- Aug New assets trigger immediate update
with asset register? machinery
3 Accruals and OK No stale accruals without resolution

prepayments current?

4 Interest broken down by Fail -- OD and term loan shown separately
facility? bundled
5 Receivables aged and OK Every overdue balance has a status note

matched to ledger?

6 Inventory value matches OK Count date and value match BS date
the latest count?

7 Related party Loan agreement pending (Ch 33 fix)
transactions disclosed?

8 Tax provision current with ~ OK Recalculate if profit moves materially
profit estimate?
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MONTHLY QUESTION BRIGHTLINE WHAT TO LOOK FOR
STATUS
9 Bank reconciliation OK Zero unreconciled items over 5 days old
complete?
1 Unresolved carry-forward Outstanding matters have a resolution date
0 items?
1 Current month data, not OK Check the date on every report

1 last month?

1 Budget variances Not At least three with a one-line explanation
2 explained? addressed

DASHBOARD & DECISIO

VERIFY YOUR ACCOUNTANT

KPI ACTUAL TARGET STATUS
Bank reconciliation monthly every month ON TRACK
Management accounts quarterly monthly WATCH
Tax filed on time yes always ON TRACK
Explains the numbers rarely always OFF TRACK
Forward-looking advice none expected OFF TRACK

* Records the past * Explains the why

» Compliance only * Advises forward

» Backward-looking * Drives decisions

IS IT TIME TO UPGRADE?

T Accuracy
Accurate but silent Ideal partner
Change now Advice but sloppy
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Forward Advice —

Check the basics are done

reconciliations, filings

!

I Ask them to explain a number

do they really know it?

!

Ask what you should do next

advice, not just records

Upgrade if they cannot

you deserve a partner

ACCOUNTANT VALUE

Compliance delivered I 90%
Numbers explained Wlra 40%
Forward advice given QaQuar 20%

VERIFY YOUR ACCOUNTANT

v Bank reconciled every month
Management accounts monthly

Ve Tax filed on time

X Explains the numbers clearly

X Gives forward-looking advice

BOOKKEEPER VS PARTNER

Records the past, ensures compliance
Explains the why, advises forward

A partner, not just a record-keeper

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

Before this chapter, Daniel received Sarah's report, scanned the net profit line, and filed it. He
asked no questions and raised no concerns.

After this chapter, Daniel makes three specific changes:
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Before the meeting. Any question without an immediate answer triggers a brief investigation
before the meeting, not during.

Depreciation update for the August machinery and an interest breakdown. Both fixed next
close cycle. A clear expectation, not a discussion.

Every month, one proactive observation -- a variance she has noticed that Daniel has not
asked about. This single change converts Sarah from data producer to finance partner.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. When did you last actively review your management accounts rather than filing them? Run

the 12 questions against your latest report. How many pass?

2. Has your accountant raised a proactive observation -- something you did not ask about --
in the last three months? What standard have you set for proactive communication?

3. How many of the 5 red flags apply to your current accountant? If three or more apply
consistently, what is preventing a direct conversation about expectations?

SURAJ SAYS

SURAJ SAYS

Daniel, Sarah is competent. She is not currently meeting the standard you need -- not
because she cannot, but because you have never defined it. The 12 questions define it. The

report ready by day 8 defines it. The one proactive observation per month defines it. When

you define the standard, most accountants meet it. The ones who cannot tell you immediately

by their response whether you need a different conversation. Set the standard. Then assess

the response.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO
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CONCLUSION

An accountant who produces accurate, timely numbers and proactively flags important
observations is a financial partner. One who produces numbers on request, raises nothing
unprompted, and makes routine errors without acknowledgement is a record-keeper.

Sarah is a competent record-keeper who can become a financial partner with a clear standard and
consistent expectation. Two immediate fixes -- depreciation and interest breakdown -- address the
current gaps.

Chapter 35 introduces a concept modern businesses cannot ignore: unit economics. When
Brightline launches its e-commerce channel, Suraj calculates whether each customer acquisition is
actually profitable.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

An accountant's job: accurate, timely numbers that enable better decisions -- not just
data entry.

Management accounts by day 8, consistently. A professional standard, not a preference.

12 monthly questions cover: margin, depreciation, accruals, interest, receivables,
inventory, related parties, tax, bank rec, carry-forwards, report date, variances.

Brightline current: 3 fails (questions 2, 4, 12). Two are immediately fixable.

5 red flags: late accounts, repeated errors, cannot explain variances, silent corrections,
zero proactive observations.

3+ red flags consistently = time to change. Transition takes one month of parallel
running.

Proactive observation requirement: one per month, unprompted. Converts data producer
to finance partner.

Defining the standard is the owner's responsibility. Most accountants meet a clear
standard.

The 12 questions take 15 minutes to run on the day 8 accounts. Worth every minute.

A finance partner costs the same as a record-keeper. The difference is the standard you
set.
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NOW YOUR TURN -- TEST YOURSELF

Q1. Who advises forward: a bookkeeper or a finance partner?
Q2. How often should the bank be reconciled?

Q3. Should your accountant explain the numbers?

Check yourself: 1. A finance partner 2. Monthly 3. Yes

Unit Economics and LTV:CAC -- For Modern Business Models

The Customer Acquisition Metrics Every Investor Will Ask About
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Unit Economics and LTV:CAC -- For
Modern Business Models

The Customer Acquisition Metrics Every Investor Will Ask About

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

Daniel finally worked out exactly what it cost to win a customer and what one was worth over time.
The ratio was healthy. For the first time, he could spend money on growth without the feeling of
flying blind.

Brightline was launching an online direct-to-consumer channel. Marcus had proposed a
$540,000 marketing budget for the first year.

An investor Suraj had introduced called Daniel to ask three questions.

What is your customer acquisition cost? What is your customer lifetime value? And what is
your LTV:CAC ratio?

Daniel did not know any of the three numbers. He had a marketing budget but no customer
economics model. He called Suraj.

Those three numbers tell us whether the marketing budget makes sense before we spend it.
Let us build the model.

WHAT THIS CHAPTER COVERS

-> Customer Acquisition Cost (CAC): the cost of winning one customer
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-> Customer Lifetime Value (LTV): the total value a customer generates
-> LTV:CAC ratio: sustainable versus unsustainable growth

-> Payback period: when does a customer acquisition pay for itself?

-> Cohort analysis: tracking customer behaviour over time

-> Applying unit economics to Brightline's e-commerce channel

CHAPTER OBJECTIVE
By the end of this chapter, you will be able to:

* Calculate CAC, LTV, LTV:CAC, and Payback Period for the e-commerce channel

* Interpret the LTV:CAC ratio against investor benchmarks

* Understand what healthy unit economics look like
* |dentify the lever that most improves Brightline's unit economics

* Design a cohort tracking framework

THE ONE QUESTION

Is Brightline's $540,000 e-commerce marketing budget going to
generate more value than it costs, and how do you calculate the
answer before spending the money?

THE SIMPLE TRUTH

Customer Acquisition Cost (CAC) = Total Marketing and Sales Spend / New Customers
Acquired. It answers: how much does it cost to win one new customer? Every dollar of marketing,
sales commission, and onboarding cost toward acquisition is included.

Customer Lifetime Value (LTV) = Average Order Value x Purchase Frequency per Year x Gross
Margin % x Customer Lifetime in Years. It answers: how much gross profit does a typical customer
generate over their entire relationship?
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LTV:CAC Ratio = LTV / CAC. Above 3x is healthy for most businesses. Below 1x means losing
money on every customer. Between 1x and 3x: borderline.

Payback Period = CAC / Average Monthly Gross Profit per Customer. Below 12 months is
excellent. 12-18 months acceptable. Above 24 months requires high confidence in retention.

SURAJ AT BRIGHTLINE

E-commerce channel. Marketing budget: $540,000. Expected new customers year 1: 2,000.
CAC = $540,000 / 2,000 = $270.

Average order value: $675. Gross margin on e-commerce: 42% (higher than B2B -- no trade
discount). Purchase frequency: 3.2 orders per year. Annual gross profit per customer: $675 x
3.2 x 42% = $907. Customer lifetime: 3 years (conservative for a new channel). LTV = $907 x 3
= $2,722.

LTV:CAC = $2,722 / $270 = 10.1x. Excellent. For every $270 spent acquiring a customer,
Brightline expects $2,722 in lifetime gross profit. The budget is justified.

Payback Period: monthly gross profit per customer = $907 / 12 = $76. Payback = $270 / $76 =
3.6 months. Each customer pays for their acquisition cost in under four months.

Sensitivity: if customer lifetime drops to 1.5 years, LTV = $1,361, LTV:CAC = 5.0x. Still strong.
The unit economics are robust even under the bear case. The budget is approved.

THE VISUAL -- BRIGHTLINE E-COMMERCE UNIT ECONOMICS

The complete unit economics model for the new e-commerce channel, including sensitivity
analysis.

FOUNDER BRIEFING -- WHAT'S AT STAKE

A IF A CUSTOMER COSTS MORE TO WIN THAN THEY'RE WORTH,
GROWTH KILLS YOU.

WHAT THIS MEANS FOR YOU

Unit economics -- what a customer costs to acquire versus what they're worth over their life -- decide
whether spending on growth builds cash or burns it.

Scaling broken unit economics simply loses money faster. The bigger you grow, the deeper the hole gets.
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Know your LTV-to-CAC ratio and payback before pouring money into growth. Above 3x and under a year,
scale with confidence.

Calculate CAC, LTV, and payback for your main channel. Only scale the channels that clearly pay back.

METRIC

CAC

Average Order

Value

Purchase
Frequency

Gross Margin

Annual GP per

customer

Customer

Lifetime

LTV (base case)

LTV:CAC Ratio

Payback Period

FORMULA

Marketing spend /
New customers

Revenue per order

Orders per

customer per year

E-commerce gross
margin

AOV x Freq x GM

Average years

retained

Annual GP x
Lifetime

LTV /CAC

CAC / Monthly GP

per customer

$906 x 1.5

BRIGHTLINE BENCHMARK

$540K / 2,000
= $270

Context-dependent

$675

3.2

42%

$906

3 years (base)

$906 x 3 = Higher is better

$2,722

$2,722 / $270 Above 3x = good
=10.1x

$270/ $76 = Below 12 mo = excellent
3.6 mo

LTV $1,361 Still strong

LTV:CAC 5.0x

DASHBOARD & DECISION VIEW
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CAC (ACQUIRE) LTV (LIFETIME VALUE) LTV : CAC CAC PAYBACK

$675 $2,700 4.0x 8 months

LTV VS CAC ($)
$2700

$675

CAC LTV

P__

BT I A Customer buys . N Lifetime value | Profit per
acquire | I customer
CAC $675 over time $2,700 4x return

UNIT ECONOMICS HEALTH

LTV:CAC (target 3x+) Y = P CLEEE R
CAC payback (target <12mo) T 1 A 4 67%
Healthy Unit Economics Broken Unit Economics
* LTV:CAC above 3 * LTV:CAC below 1
* Fast payback * Slow payback
+ Scale with confidence + Growth burns cash
UNIT ECONOMICS B TEMPLATE
Metric Value Healthy
CAC (acquire) $675 lower better
LTV (lifetime) $2,700 higher better
LTV : CAC 4.0x >3x
CAC payback 8 months <12 months

FfIf LTV:CAC is above 3 and payback under a year, growth creates value -- scale it.
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UNIT ECONOMICS TERMS

Cost to acquire one customer
Total profit a customer brings over time

Months to recover the acquisition cost

3-SCENARIO VIEW: LTV : CAC

LTV : CAC

METRIC BEST CASE BASE CASE WORST CASE
LTV : CAC ratio 4.5x 3.0x 1.4x

CAC payback 5 mo 9 mo 20 mo

Verdict Scale spend Healthy Fix before scaling

Assumptions: Retention strong / base / weak against the same acquisition cost.

THE SHIFT -- WHAT DAN )OES DIFFEF TLY NOW

Before this chapter, Daniel approved marketing budgets on instinct and Marcus's enthusiasm. He

had no customer economics model.

After this chapter, Daniel makes three specific changes:

it economics.mode
CAC, LTV, LTV:CAC, Payback. If LTV:CAC is below 3x or payback exceeds 18 months, the
economics need improvement before committing the budget.

Month 1 customers: how many still buying at month 6, 12, 247 If retention is below the model,
LTV and the economics are recalculated.

10.1x LTV:CAC and 3.6-month payback are compelling. He includes them in any growth
capital conversation -- they demonstrate every marketing dollar is generating returns.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:
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1. Do you know your CAC for any marketing channel? Total spend for that channel divided
by new customers acquired through it.

2. Do you know your customer lifetime value? Average annual gross profit per customer x

average years retained. Is your LTV:CAC above 3x?

3. How long until a new customer generates enough gross profit to cover their acquisition
cost? If payback exceeds 18 months, do you have confidence in the retention assumption?

SURAJ SAYS

SURAJ SAYS

Daniel, the investor who asked about LTV:CAC was not trying to confuse you. He was asking:
do you know whether your growth is profitable? A business that grows revenue by acquiring
customers at a loss is not growing -- it is borrowing against future profitability. The unit

economics model answers that before the money is spent. 10.1x LTV:CAC means every

dollar you spend acquiring a customer generates $57 in lifetime gross profit. That is what

sustainable growth looks like.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Unit economics convert the marketing budget from a faith-based decision into a quantified
investment. CAC tells you what each customer costs. LTV tells you what each is worth. The ratio
tells you whether the investment is sustainable.

Brightline's e-commerce unit economics are excellent: 10.1x LTV:CAC and 3.6-month payback.
The bear case at 1.5-year lifetime still delivers 5.0x, well above the 3x threshold.

Chapter 36 is the final chapter. Suraj hands Daniel the 90-day action plan that puts everything from
this book into a practical sequence -- where to start, what to do first, and how to build Brightline's
financial foundation into a permanent advantage.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

CAC = Total marketing and sales spend / New customers acquired. Brightline: $270.
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LTV = Annual gross profit per customer x Customer lifetime in years. Brightline: $2,722.
LTV:CAC = LTV / CAC. Above 3x: healthy. Below 1x: losing money. Brightline: 10.1x.
Payback Period = CAC / Monthly gross profit per customer. Brightline: 3.6 months.

Run sensitivity on the lifetime assumption. Bear case (1.5yr): LTV:CAC 5.0x -- still
strong.

Cohort analysis: track month-1 customers monthly. Still buying at month 6, 12, 247
If actual retention is below the LTV model, recalculate LTV and reassess the budget.

LTV:CAC and Payback are the two metrics investors most ask about for any growth
channel.

Unit economics apply to any customer acquisition scenario, not just e-commerce.

Sustainable growth = LTV:CAC above 3x. Unsustainable = growing revenue by losing
money on each customer.

NOW YOUR TURN -- TEST YOURSELF

Q1. A healthy LTV:CAC ratio is above what?
Q2. What does CAC stand for?

Q3. What is a good CAC payback period?

Check yourself: 1. 3x 2. Cos

Your First 90 Days -- Where to Start, In What Order

The Action Plan That Puts Everything in This Book to Work
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FINANCE FOR BUSINESS OWNERS | BOOK 1 OF 4

Your First 90 Days -- Where to Start, In
What Order

The Action Plan That Puts Everything in This Book to Work

BRIGHTLINE . o
$18M Revenue | 34 Employees | Manufacturing and Distribution

PRODUCTS

INTRODUCTION

A full year on, Brightline had not won a single major new customer. Revenue was barely up. And
yet there was $1,575,000 more in the bank, the Friday panic was gone, and Daniel finally felt like
he was running the business -- instead of the business running him.

Suraj arrived for what would be his last scheduled session with Daniel. He put a single
sheet of paper on the table.

Daniel looked at it. It was a 90-day plan. Dates, actions, owners.

This is not a summary of the book. This is the book. Every concept we covered, every
framework we built, every calculation we ran -- it is all in these actions. Some you have already
started. Some begin next week. All are achievable in 90 days.

Daniel picked up the sheet.

A year ago you called me because your best sales month had emptied your bank account and
you did not understand why. Now you understand why. The question is what you do next.

Here is what you do next.

WHAT THIS CHAPTER COVERS

Suraj Kumar Lohani | 7AM & Realtime CFO | 7amandrealtimecfo.com 349



FINANCE FOR BUSINESS OWNERS Ch 42 | Your First 90 Days -- Where to Start,

-> Week 1: foundations -- the two actions that reveal your starting point

-> Week 2: working capital -- the three calculations that identify your cash opportunity
-> Month 1: systems -- the five processes that run automatically once implemented

-> Month 2: performance -- the decisions that improve Brightline's position

-> Month 3: leadership -- the conversations that embed financial discipline permanently

-> The transformation: where Daniel was versus where he is

CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:

* Sequence all 36 chapters' key actions into a practical 90-day plan
* Identify the three highest-impact actions in the first 30 days

* Understand which actions are one-time versus recurring

* Set the financial KPIs that define success at the end of 90 days

* Build the habits that make financial literacy a permanent capability

THE ONE QUESTION

Given everything in this book, where does Daniel start, and what
does Brightline look like 90 days from now if he executes the plan?

THE SIMPLE TRUTH

Financial transformation does not happen all at once. It happens in a sequence -- some actions
create the foundation for later actions, some generate immediate cash that funds others, and some

build habits that sustain the improvement permanently. The sequence matters as much as the
actions.

The highest-priority actions are those that generate cash and create visibility simultaneously.
Working capital improvements generate cash. The 13-week forecast creates visibility. The
management accounts create the foundation for all other decisions. These go first.
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The biggest risk in a financial transformation is overwhelm -- trying to do everything at once and
executing nothing well. The 90-day plan provides focus: a few actions per phase, each building on
the last. At the end of 90 days, Brightline has a fundamentally different financial management
capability.

SURAJ AT BRIGHTLINE

Week 1: two actions. Calculate Brightline's current CCC -- DIO plus DSO minus DPO. Write it
on the wall: 112 days. That number is what the next 90 days improves. Then calculate gross
margin by product line -- Line A, B, C separately. Any line below 30% needs immediate
attention.

Week 2: three actions. Request the receivables aging -- any invoice over 60 days gets a call
that week. Calculate DPO against supplier terms -- extend from 14 days to the full 45. That is
immediate cash. Run dead stock identification -- any SKU with no movement in 90 days gets
priced to clear this month.

Month 1: five systems. The 13-week cash forecast, updated every Monday. ABC inventory
classification with reorder points on the 12 A items. The monthly financial calendar fixed -- day
5 close, day 8 accounts, day 10 meeting, day 15 forecast, day 20 bank pack. The approval
matrix printed and distributed. The management pack template agreed with the bank informed
it is coming monthly.

Month 2: three performance decisions. RetailMax commercial conversation -- present the
economics, propose term or pricing improvement. Sales reps hire decision -- model built, two
reps hired if it holds. First budget vs actual meeting with variance action triggers.

Month 3: three leadership conversations. Sarah's accountant standard -- 12-question
framework, proactive observation, day 8 deadline. Valuation review -- current range and the
three improvements that move it higher. Investor readiness -- e-commerce unit economics,
LTV:CAC, 24-month projection.

90-day outcome. CCC reduced from 112 to 80 days: $1,575,000 of working capital freed. Dead
stock cleared: $225,000 recovered. DPO extended: $341,438 of liquidity. Total cash
improvement: $2,141,438 -- without a single new customer or new product. Sales reps hired:
growth engine started. Monthly rhythm running: every report on time, every decision
evidence-based. This is what financial clarity looks like in a 34-person business.

THE VISUAL -- BRIGHTLINE 90-DAY TRANSFORMATION PLAN

The complete 90-day action plan: every action, its owner, and its expected financial impact.
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FOUNDER BRIEFING -- WHAT'S AT STAKE

A $1,575K MORE IN THE BANK -- WITH NO NEW CUSTOMERS.

The whole turnaround came from understanding and discipline, not from more sales.

WHAT THIS MEANS FOR YOU

Daniel won no major new accounts and barely grew revenue. The cash, control, and calm were available
the whole time -- he just learned where to look.

Run the 90-day plan in order: read the reports, fix the cash cycle, build the rhythm. Then keep that rhythm
for good.

Start tomorrow morning: read your three reports, map your cash conversion cycle, and book your first
monthly review.

WEEK 1

Day 1

Day 2

WEEK 2

Day 7

Day 8

Day 9

MONTH 1

Week 3

Calculate current CCC

Gross margin by product
line

Receivables aging -- call
60+ day invoices

Extend payment to full
45-day terms

Dead stock identification
and clearance

13-week cash forecast --
run every Monday

Daniel +
Sarah

Sarah

Daniel

Sarah

Tom + Sarah

Sarah
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Starting point: 112 days

Know where margin is made and lost

Accelerate $264K in collections

$341,438 liquidity immediately

$225,000 recovered

No cash surprises for 90 days
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WHEN

Week 3

Week 4

Week 4

Week 4

MONTH 2

WK 1

Wk 2

Wk 4

MONTH 3

Wk 1

Wk 2

Wk 3

90-DAY

RESULT

CCC 112 ->
80 days

Dead stock
cleared

DPO to 45
days

ACTION

ABC classification, A items

weekly count

Monthly financial calendar

fixed

Approval matrix distributed

First monthly bank
management pack

RetailMax commercial

conversation

Two sales reps hired
(model approved)

First budget vs actual

meeting

Accountant standard

conversation

Valuation review

Investor readiness

package

$1,575,000 working capital

freed

$225,000 cash recovered

$341,438 liquidity

OWNER

Tom

Sarah

Daniel

Sarah

Daniel

Daniel +

Marcus

Daniel +
Sarah

Daniel

Daniel

Daniel +
Sarah
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EXPECTED OUTCOME

Reorder points set, stockouts eliminated

Day 5/8/10/15/20 every month

Chaos Tax reduced from day 1

Bank relationship becomes a partnership

Pricing or terms improvement

Revenue growth engine started

Variance tracking begins

12 questions, day 8, proactive observations

Current range + improvement plan

Brightline is investor-ready
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ACTION EXPECTED OUTCOME
Total cash $2,141,438 No new customer. No new product. Just
freed discipline.

DASHBOARD & DECISION VIEW

Days 1-30 Days 31-60 Days 61-90

read the 3 reports fix the cash cycle build the monthly rhythm

THE MODERN FINANCE STACK

Decisions run the business

ST/ YY PR

Dashboard / Power Bl live KPIs

Accounting System single source of truth
C I QTM
Bank + Sales Accounting Dashboard / Al + -
. Decision
+ Stock System Power BI Automation ecisions
raw data single truth live KPIs alerts act

90-DAY RESULTS

KPI ACTUAL TARGET STATUS

CCC reduced 112 -> 80 days <90 ON TRACK
Cash freed $1,575K release ON TRACK
Dead stock cleared $225K recovered clear ON TRACK
Monthly rhythm running embedded ON TRACK
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THE ONGOING RHYTHM

Measure
Act Review
Decide
CASH FREED CCC NEW CUSTOMER NEEDED JUST

$1,575K 80 days None Discipline

90-DAY ACTION PLAN B TEMPLATE

Phase Focus Outcome

Days 1-30 Read the three reports Know the numbers
Days 31-60 Fix the cash cycle Free $1,575K
Days 61-90 Build the monthly rhythm Stay in control

f No new customers, no new products -- just discipline applied in the right order.

FIRST 90 DAYS CHECKLIST

Ve Read all three reports
Map the cash conversion cycle
Clear the dead stock

X Set the monthly close rhythm

Build the one-page dashboard

THE SHIFT -- WHAT DANIEL DOES DIFFERENTLY NOW

A year ago, Daniel did not open his financial reports. He ran a $18 million business on instinct and
a bank balance that surprised him every month.

After this chapter, Daniel makes three specific changes:
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The transformation from Chapter 1 is complete. Profit Report, Balance Sheet, Cash Flow
Statement -- he reads them, connects them, and acts on them.

Four fixed dates. A management meeting. A bank pack. A cash forecast. The business is
managed, not merely operated.

Pricing, hiring, growth investment, customer profitability. The instinct that built Brightline is now
supported by the numbers that will scale it.

YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. What is the single highest-impact action from this 90-day plan that you could start this
week in your own business? Working capital, forecast, or management rhythm?

2. What is your equivalent of Brightline's $2,141,438 cash opportunity? Calculate your CCC,
your dead stock, and your DPO gap. The cash is almost certainly there.

3. Ninety days from today, what do you want your financial management to look like? Write it
down. Then work backward from that destination to the action you take this week.

SURAJ SAYS

SURAJ SAYS

Daniel, when you first called me, you asked why your best month had emptied your bank
account. The answer turned out to be one number: a 112-day cash conversion cycle. But the

real transformation was not finding that number. It was that you can now find every number

yourself -- read it, understand it, and act on it. | am not your finance department. | am the

person who taught you to read your own business. The 90-day plan is yours now. Execute it.
And in twelve months, when someone asks how your business is doing, you will not reach for

your phone to call me. You will reach for the three reports and answer them yourself.
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-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

Financial clarity is not a single insight -- it is a discipline built from a sequence of decisions,
systems, and habits. The 90-day plan converts the entire content of this book into a practical,
sequenced, executable transformation.

Brightline started this journey as a profitable business that did not understand its own cash. It ends
as a financially disciplined business with $2,141,438 of freed cash, a working monthly rhythm, and
an owner who reads his own numbers. The business did not change. Daniel's understanding of it
did.

Every business owner who reads financial statements as a system rather than a chore gains the
same capability. You now have every framework, every calculation, and every action you need.
The first 90 days start with one decision: begin. The rest follows from there.

CHAPTER RECAP -- 10 THINGS TO REMEMBER

Financial transformation happens in a sequence -- foundations, working capital,
systems, performance, leadership.

Week 1: calculate CCC and gross margin by product line. Know your starting point.

Week 2: collect overdue receivables, extend DPO to full terms, clear dead stock.
Immediate cash.

Month 1: 13-week forecast, ABC classification, monthly calendar, approval matrix, bank
pack.

Month 2: RetailMax commercial conversation, sales reps hire, first budget vs actual
meeting.

Month 3: accountant standard, valuation review, investor readiness package.

90-day outcome: $2,141,438 cash freed -- $1,575K from CCC, $225K dead stock,
$341K DPO.

All achieved without a single new customer or new product -- through discipline, not
growth.
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The highest-impact actions generate cash and create visibility simultaneously. Do those
first.

The transformation is not the numbers -- it is the owner who can now read, understand,
and act on them.

NOW YOUR TURN -- TEST YOURSELF

Q1. What is the focus of days 1-30?
Q2. What sits at the top of the finance stack?

Q3. What drove the 90-day result?

Check yourself: 1. Reading t

The Owner's Finance OS Dashboard

Every Number in This Book, on One Page You Read in Ten Minutes
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FINANCE FOR BUSINESS OWNERS | BOOK 1 OF 4

The Owner's Finance OS Dashboard

Every Number in This Book, on One Page You Read in Ten Minutes

BRIGHTLINE
PRODUCTS

$18M Revenue | 34 Employees | Manufacturing and Distribution

INTRODUCTION

On their last session, Suraj did not bring a new topic. He brought one page. On it sat
everything Daniel had learned across this book -- profit, cash, working capital, the key
ratios, and the months ahead -- arranged so an owner could read the whole health of the
business in ten minutes. 'This," Suraj said, 'is your Finance OS. Not a report. A cockpit.’

A Finance OS dashboard is the owner's cockpit: the few numbers from every part of this book --
the three reports, the cash cycle, the ratios, the forecast -- brought onto one page, read on a fixed
rhythm, and pointed at the months ahead.

It is where everything converges. Each earlier chapter taught one instrument; this chapter
assembles them into the single panel an owner actually flies the business from.

WHAT THIS CHAPTER COVERS

-> From scattered numbers to one cockpit
-> What belongs on the owner's dashboard
-> Reading health, not just history

-> The forward view: best, base, and worst

-> The monthly rhythm that keeps it alive
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CHAPTER OBJECTIVE

By the end of this chapter, you will be able to:
* Assemble the key numbers from the whole book onto one page

* Read profit, cash, working capital, and ratios together

* Use the dashboard to see health, not just the past

* Add a forward 3-scenario view of the months ahead

* Run the monthly rhythm that keeps the cockpit current

THE ONE QUESTION

If you had to judge the entire health of your business from a single
page, which numbers would have to be on it?

THE SIMPLE TRUTH

The Finance OS dashboard converges everything: a slice of the Profit Report (revenue, gross
margin, net profit), the cash position and forecast, the working-capital cycle (DSO, DIO, DPO,
CCC), and the handful of ratios that flag trouble early. One page, read together.

Its power is that it shows health, not just history. A single number lies; numbers read together tell
the truth. Rising revenue with falling margin and stretching debtor days is a warning the bank
balance alone would never reveal.

It must look forward as well as back. A dashboard that only reports the past is a rear-view mirror;
adding a best/base/worst view of the next quarter turns it into a windscreen -- showing where the
business is heading, not just where it has been.

And it lives on a rhythm. Read the same page on the same day every month, and patterns emerge,
problems surface early, and decisions get made on evidence. The dashboard is not the end of the
journey -- it is the instrument an owner flies the business with, for the rest of its life.

SURAJ AT BRIGHTLINE
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Suraj assembled Daniel's cockpit from everything they had built: profit and margin, cash and the
90-day forecast, the cash conversion cycle, the early-warning ratios, and a best/base/worst view of
the coming quarter. One page. Everything the book had taught, converged.

Daniel read it and, for the first time, saw his business whole. Not the bank balance he used to panic
over, but the connected picture -- where profit was leaking into working capital, where cash would
tighten, which scenario he was actually tracking toward.

Suraj's closing words tied the whole book together: 'When we started, you ran an $18M business
on one number and a feeling. Now you read the whole board in ten minutes, every month, and you
decide on what is true. That is the difference between owning a business and being owned by it.
This page is yours now -- fly it.'

THE VISUAL -- THE OWNER'S COCKPIT -- ONE PAGE

Every instrument from this book on one panel: profit, cash, cycle, ratios -- and the road ahead.

THE OWNER'S FINANCE OS -- ONE-PAGE COCKPIT (MONTHLY)

Revenue vs budget Gross margin % Net profit %
$1.62M 41% 8.2%
flat
Cash in bank Cash conversion cycle Debtor days (DSO)
$0.74M 61 days 58
flat up up
Current ratio 90-day cash low point
1.6 Wk 7 tight

flat

THE FORWARD VIEW: NEXT QUARTER, THREE WAYS

BRIGHTLINE -- NEXT QUARTER

METRIC BEST CASE BASE CASE WORST CASE

Revenue $5.4M $4.9M $4.0M
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Net profit % 10% 8%
Closing cash $1.1M $0.7M
Action needed Invest surplus Hold buffer

3%
$0.2M

Cut + collect

Assumptions: Sales +10% / flat / -18%, with debtor days holding or slipping.
HOW THE WHOLE BOOK CONNECTS
Each chapter was one instrument; this is the panel
Profit Report, Balance Sheet, Cash Flow -> the health numbers
Inventory, receivables, payables -> the cash conversion cycle
Forecasting + scenarios -> the forward view

Ratios + MIS -> the early-warning lights

KEY INSIGHT

THE FINANCE OS

You did not learn 43 separate topics. You built one instrument panel, and this is it.

Not a report you receive. A cockpit you fly. One page, read every month, looking both back at
health and forward at the road. This is owning your numbers.

THE SHIFT -- WHAT DAN

Before this book, Daniel ran his business on one number and a feeling. After it, he flies it from a

one-page cockpit, every month, looking both ways.

After this chapter, Daniel makes three specific changes:

Every key number from the whole book converges onto a single panel read in ten minutes.

Numbers read together reveal the truth a single number hides -- and flag trouble early.

A best/base/worst forward view shows where the business is heading, not just where it has

been.
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YOUR TURN

YOUR TURN -- 3 QUESTIONS FOR YOUR BUSINESS

Before moving to the next chapter, answer these questions about your own business:

1. Build your own one-page cockpit: profit, margin, cash, cash conversion cycle, two

early-warning ratios, and a 90-day cash view.

2. Add a forward panel: best, base, and worst for the next quarter, each with the one action it
would demand.

3. Set the day. Read your cockpit on the same date every month -- and make this page the
instrument you run the business from, for good.

SURAJ SAYS

SURAJ SAYS

Daniel, when we began, the numbers ran you and you did not even know it. Now you run

them, from one page, every month. That is the whole point of this book. The cockpit is yours.

Fly it well -- and never again let the business fly you.

-- Suraj Kumar Lohani | Finance and Business Clarity Consultant | 7AM & Realtime CFO

CONCLUSION

The Owner's Finance OS dashboard converges every number in this book onto one page -- profit,
cash, the working-capital cycle, the early-warning ratios, and a forward best/base/worst view --
read on a monthly rhythm.

For Daniel, it was the difference between owning a business and being owned by it: the whole
board, read in ten minutes, with decisions made on what is true.

This is where the journey lands. Not more reports -- one cockpit, flown for the life of the business.
You have built it. Now fly it.

CHAPTER RECAP -- 10 THINGS TO REMEMBER
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The Finance OS dashboard is the owner's cockpit -- the whole book on one page.
It converges profit, cash, the cash conversion cycle, and key ratios.

It shows health, not just history -- numbers read together tell the truth.

A single number lies; the connected picture reveals the real position.

A best/base/worst forward view turns the rear-view mirror into a windscreen.
Read on a fixed monthly rhythm, patterns emerge and problems surface early.
Every earlier chapter was one instrument; this is the assembled panel.

The dashboard is not a report you receive -- it is a cockpit you fly.
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